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COMPANY DEFINITION CAUTIONARY STATEMENTS

Throughout the Annual Repor, Canadion Natural Resources
Limited is referred to as “us”, "we”, "our”,"Canadian Natural®, or
the "Company”,

CURRENCY

All amounts are reported in Canadian currency unless otherwise
stated.

ABBREVIATIONS

ACC Anodarko Canada Corporation

AECO Alberta natural gas reference location

AIF Annual Information Form

APl Specific gravity measured in degrees on ihe
American Petroleum Instilute scale

bbl borrel

bbl/d barrels per day

bet billion cubic, feet

bet/d billion cubic feet per day

hoe barrels of oil equivalent

boe/d barrels of oil eguivalent per day

s Caonadian dollars

CBM Coal Bed Methane

€o, Carbon Dioxide

COe Carbon Dioxide Equivalents

Ccss Cyclic Steam Stmulation

EOR Enhanced Qil Recovery

FPSO Floating Production, Storage and Offtake Vessel
GHG Greenhouse Gas

Horizen Project  Horizon Gil Sands Project

NG Liquified Natural Gas

mbbl thousand batrels

mbbl/d thousand barrels per day

mboe thousand barrels of oil equivalent
mboe/d thousand barrels of oil equivalent per day
mcf thousand cubic feet

mct/d thousand cubic feet per day

mmbbl million barrels

mmboe million barrels of oil equivalent
mmbtu million British therrnal units

mmci/d million cubic feet per day

NGLs Natural Gas Liquids

NYMEX New York Mercantile Exchange

NYSE New York Stock Exchange

oolP Criginal Gil In Place

SAGD Steam Assisted Gravity Drainage
SCo Synthetic Light Crude Qil

SEC Securities and Exchange Commission
tcf trillion cubic feet

TSX Toronto Stock Exchange

UK United Kingdom

us United States

uss United States dollars

WCs Western Canadian Seled crude oil blend
WCSB Western Canadian Sedimentary Bosin
wn West Texas Infermediate '

Certain information regarding the Company confained herein may
conslitute forward-looking statements under applicable securities
laws. Such statements are subject to known or unknown risks and
uncertainties that may cause actual resulis to differ materially from
those anticipated or implied in the forward-locking stalements.
Please refer to page 39 for the complete special note regarding
forward-looking siatements.

All production and sales stdtistics represent Canadian Natural's
working interest amounis before deduction of royallies unless
siated otherwise. Where volumes are reported in barrels of oil
equivalent ["boe™, natural gas is converted fo oil at six thousand
cubic feet per barrel. This conversion may be misleading,
particularly when vsed in isolafion, since the 6 mcf:1 bbl ratio is
based on an energy equivalency at the burner lip and does not
represent the value equivalency at the wellhead. Methodologies
for determining annual reserves are described on pages 34 to
38. This report also includes references to financial measures
commonly used in the cil and gas industry that are not defined
by Canadian Generally Accepted Accounfing Principles ("GAAP)
and therefore referred to as non-GAAP measures. The Company
uses these non-GAAP measures to evaluate its performance,
however they should not be considered an alternative to or more
meaningful than net earnings.

COMMON SHARE DIVIDEND

The Company paid its first dividend on its common shares on
April 1, 2001. Since then, dividends have been paid on the first
day of every January, April, July and Gctober. The following table,
restated for the two-for-one subdivision of the common shares
that occurred in May 2005, shows the aggregate amount of the
cash dividends declared per common share in each of ifs last
three years ended December 31.

2007 2006 2005

Cash dividends declared

percommonshare $ 034 %

NOTICE OF ANNUAL MEETING

Canadion Natural's Annual General Meeting of Shareholders
will be held on Thursday, May 8, 2008 at 3:00 p.m. Mounigin
Daylight Tme in the Ballroom of the Metropolitan Centre,
Calgary, Alberia.

030 & 0236

METRIC CONVERSION CHART

To convert To Multiply by
barrels cubic metres ~ 0159
thousand cubic feet cubic metres 28.174
feet metres 0.305
miles kilometres 1609
acres hectares 0.405
tonnes tons 1102
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| Canadian Natural

| diverse assel base
| disciplined growth
] strong leadership

We have confidence in the strength of our Assets, our Plan and our
J | People, knowing that we continue to build upon a foundation for

success for years to come.
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2007 was another solid year of value creation
reflecting a strong, well-balanced asset base.
The Company continues to demonstrate
discipline in a challenging environment.

i
Primrose East -

The Primrose East Expansion, a new facility located
15 kiloreters from the exisling Primrose South
steam plant and 25 kilometers from the Wolf Lake
central processing facility, is anticipated to add
approximately 40,000 bb!/d of crude oil production.
Primrose East is the second phase of the 300,000
bbl/d conventional expansion plan developed

to unlock value from Canadian Natural's thermal

crude oil resource bgse.

» Drilling and construction are currently
underway. Steaming of wells is targeted for
Q4/08, and production is targeted to begin
in 2009.

s The expansion is anticipated to add
approximately 40,000 bbl/d of increased
crude oil production capacity.

Horizon Oil Sands Project

Canadian Natural has a 100% working interest
in the Horizon Project, localed 70 kilometers
north of Fort McMurray, and is comprised of
leases covering 115,000 acres. Driling on the
leases indicates an estimated 16 billion barrels
of bitumen in place, with approximately é billion
barrels of recoverable reserves and contingent
resources using existing mining technologies.
Phase 1 of the Horizon Project was 90% complete
at the end of 2007.

+m Phase 1 of the Horizon Project’s first oil is
expected in Q3/2008.

» The first phase of the project has the
capacity to produce 110,000 bbi/d of
34° API SCO.




Four major development projects —totalling
180,000 bbl/d of additional capacity — will
impact 2008 and beyond, adding significant
shareholder value for years to come.

e

Baobab

The Baobab Project located on Block CI-40
offshore Céte d'voire began in late 2003 with
first oil achieved in August 2005. The project, in
which the Company has a 58% working interesl,
initially produced approximately 30,000 bbl/d net
to Canadian Natural. Subsequent issues with the
confrol of sand and solids production led to five
of ten production wells being shut in during 2006.
This resulted in approximately 15,500 bbl/d of
reduced net production capacity.

= A deepwater drilling rig is targeted for
mobilization in mid-year 2008 for
restoration of a portion of shut-in production.

= Three of the five shut-in wells are expected fo
be repaired during 2008 and 2009 restoring
6,000 to 10,000 bbl/d of crude cil production.

Olowi

in late 2005, the Company acquired a 90%
operating interest in the production sharing
agreement for the Block confaining the Olowi
Field, located approximately 20 kilomefers off the
Gabonese coast and in 30 meters water depth. A
development plan, comprised of a FPSO and four
drilling towers will target the western flank of the
structure, where the oil is located as a rim below a
large gas cap. Construction is underway and first
oil is targeted for late 2008.

» First oil is targeted in Q4/08.

= Production is anticipated to increase during
2009 to a plateau rate of 20,000 bbl/d.

Cancdian Natural
Page 3
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Highlights

2007 2006 2005
FINANCIAL 1$ millions, exceps per share daial
Revenue, before royalties $ 12543 % 11,643 5 1,130
Net earnings $ 2608 3% 2,524 $ 1,050
Per common share - basic % a4 % 470 $ 1.96
— diluted S 484 % 4.70 $ 1.95
Adjusted net earnings from operations ™ . % 2406 3% 1,664 $ 2,034
Per commaon share - basic _% 446 % 3.0 $ 3.79
— diluted § 448 ] 3.10 $ 378
Cash flow from operations " % 6198 3 4932  § 5,02
Per common share - basic $ _Mag 3 @ 918 5 9.36
— diluted $  Nay 3 9.18 $ 9.33
Capital expenditures, net of dispositions $ 6,425 % 12,025 $ 4932
Long-lerm debt . % _10%0 3 11,043 $ 3,321
Shareholders” equity 5 13,321 5 10,690 5 8,237
OPERATING .
Daily production, before royalties o
Crude oif and NGLs mbbi/d) o .
North America ) _.. 7 235 222
North Sea .. ___ 58 60 68
Offshore West Africa 28 37 23
331 332 313
Natural Gas immed S .
North America . lea3 1,468 1,416
North Sea . = 3 15 9
Offshore West Africa 12 9 4
1,658 1,492 1,439
Barrels of oil equivalent mboe/d 609 581 553

{1 Adjusted net earnings from operations and cash flow from operations ore non-GAAP measures that represent net earnings odjusted
for certain non-operational and non-cosh items, The Company evaluates its performence based on these measures. Adjusted net
earnings from operations and cash flow fram operations may not be comparable to similar measures presented by other companies.

Cash flow from operations Total production, before royalties
IC$ millions| Imboe/d)
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1] Excludes net stratigraphic fest and service wells.
[2) Based on constant prices and costs.

(3] SCO reserves are based upon upgrading of the bilumen reserves. The reserves shown for bitumnen and SCO are not additive.

[ — =
|

Company gross conventional proved reserves, '
before royalties i
[mmboe}

I, 2252
I, 2.25c
I 00/
I (74
I 525

07
06
05
04
03

Closing TSX share price
|C$/share, acjusted for 2004 and 2005 share splits)

| 2007 2006 2005
Drifling activity " o
North America _ 1,060 1,351 1,617
North Seq . 8 13
Offshore West Africa 4 4 4
1,068 1,363 1,634
Core undeveloped landholdings phousands of net acres!
__North America _ 12,360 12,785 10,947
North Seq 287 299 352
Offshore West Africa 206 207 426
12,653 13,291 1,725
Cempany gross proved reserves 2 before royaliies)
Conventicnal crude oil and NGLS mmbbi . _
North America o 1,084 1,043 785
B North Seo . an 299 290
Offshore West Africa 148 145 148
1.543 1,487 1,223
Conventional naturalgos o~~~ .
North America 4,275 4,507 3378
Norih Sea 8 37 29
Offshare West Africa 79 69 83
4,435 4,613 3.490
Barrels of oll equivalent immboe) 2,282 2,256 1,804
Net proved reserves ¥ iatier royoliies)
Conventional crude oil and NGLS mmbbh L
North America _.___%0 887 694
North Sea . _ 30 299 250
I Offshore Wesi Africa 128 130 134
v - 1,358 1,316 1,118 3 S
Conventional natural gas tbch - o !
North America 3,521 3,705 2,741 '
North Seq 8 37 29 i
Ofishore West Africa 64 56 72 :
3,666 3,798 2,842 X
Barrels of oil equivalent tmmboel 1,969 1,949 1,592 |
' Net oil sands proved mineable reserves ™ iatier royaties) i
Biturnen immbbl 1,995 1,853 1,848 !
Synthetic crude oil® immbhi 1,761 1,596 1,626
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Allan P. Markin

CHAIRMAN OF
THE BOARD

N. Murray
Edwards

VICE-CHAIRMAN OF
THE BOARD

|
|

Letter to Shareholders

Canadian Natural has a world class assel base that includes crude oil and natural gas conventional operations
in domestic and internaticnal basins, along with our oil sands mining project. We have the Assets, Plan and
People to continue to deliver shareholder value for years to come.

For Canadian Natural, 2007 was a year defined by value creation. We reached several significant achievernents
throughout the year, and have positioned curselves to continue to create value for our shareholders in the near,
mid and long term. We achieved a major milestone with the Horizon Project reaching 90% completion at the
end of 2007 and look forward to 2008 with first oil targeted for the third quarter of this year. Our conventional
crude oil and natural gas business increased production on a boe basis by 5% and we confinue to leverage
the strength of our assets. During the year, we faced some challenges, but as always, with challenge comes
opportunity. And as we look towards 2008, we have confidence in the strength of our assets, our strategy ond
our people, knowing that we confinue to build upon a foundation for success for the years to come.

In a business environment characterized by high crude oil prices, lower natural gas prices, a strong Canadian
dollar and uncertainty surrounding Alberla’s royalfies in 2009 and beyond, Canadian Natural was able to
respond fo the ever-changing economics of exploration and production. Our ability to efficiently allocate
capital for moximum benefit, which during 2007 favoured heavy crude oil projects, underlies our fundomental
approach to creating and maintaining volue.

STRATEGIES AND THE BUSINESS ENVIRONMENT

During 2007, crude oil prices remained strong with natural gas prices relafively weak. We sow natura! gos
prices confinuously decline throughout the year as a resull of increased LNG impons and mild wegather patierns
resulting in higher storage levels. Contrary to natural gas prices, we saw crude oil prices strengthen, impacted
by higher level of political risk, stronger international demand and a weaker US dollar.

For our western Canadian natural gas business in 2007, cost increases which at one time would have been
manageable, became disproportionately high compared to the price of natural gas. We responded by
optimizing our capital allocation process, allocating funds to capital projects with the highest return — a function
of our flexibility and strength of our asset base in both crude oil and naturat gas. We significantly cut natural
gas spending and shifted capital into heavy crude oil drilling. We were not the only company to cut their natural
gas drilling budget within the WCSB, and as a result of this industry-wide Irend, natural gas development costs
have decreased and we have seen increased efficiencies from our service providers. The newest challenge
for natural gas comes in the form of a proposed increased royalty burden from the Albera government.
The proposed new royally program will place increased challenges on the natural gas industry to generate
reasonable economic refurns. In 2008, we confinue to cut back on our natural gas drilling program.

Canadian Natural controls an extensive asset base of heavy ¢rude oil properties. As part of our heavy crude oil
marketing plan, we seek o expand available markets through a combination of product blending, expansion
of pipeline systems to new geographic regions, and the encouragerent of new conversion capacity. As the
market for Canadian heavy crude oil expands, Canadian Natural's heavy crude oil discount to light crude oil
migrated towards the higher priced Mayan heavy benchmark crude, We have seen increased demand from
the US Gulf Coast as political uncertainty in the refiners supply and the sharp decline in Mexican production has
resulted in US Gulf Coast refiners seeking new, more stable sources of supplies of crude oil. The combination
of a push from producers and pull from refiners encourages and motivales increased pipeline capacity to the
US Gulf Coast.

While we experienced heavy crude oit differentials of 45% of the WTI benchmark price exiting 2007, we saw
differentials during the first nine months of 2007 average 29%. Reduced differentials combined with a more
controllable cost environment in heavy oil development resulted in exceptionally strong economics and
marked emphasis on this type of adlivity in 2007. For 2008, we will continue to see increased levels of diilling
in heavy crude oil.




The strength of Conadian Natural's stralegy was demonstrated in 2007 by allocating capital to maximize
returns. There are several fundamenta! elements within this strategy that allows us to focus on creating value.
These are:

= Maintaining a large project portfolio in every basin we operate in, enabling us to continually high-grade
current developments;

= Maintaining balance in our product mix, project time horizons and financing strategies;

» Continually balancing between acquisitions and exploration opportunifies while remaining focused on low
cost exploitation;

w Identifying and completing opportunistic major acquisitions; and
w Controlling costs through area knowledge and domination of core areas.

NORTH AMERICAN NATURAL GAS

Maintaining Discipline/Capturing Opportunity

We are a significant producer of natural gas in Canada, representing approximately 10% of western Canadian
ouiput. Our undeveloped land base represents the second largest portfolio in the WCSB and we have exposure
to virtually every play type found in the basin. We dominate the infrastructure in our core areas allowing us to
control our costs. Natural gas remains our largest single product offering, representing 45% of our production
mix in 2007, compared to 42% in 2006.

The economics of natural gas drilling remain a challenge, though the burden was eased somewhat by iower
natural gas drilling costs in the service sector. As near term returns for heavy oil projects remain more attractive
than natural gas, we have decreased our natural gas driling program going forward. In the meantime, we
have built a drilling inventary of high quality, high-graded prospects that are ready to be drilled should the
relative economics of natural gas drilling compared to crude oil normalize.

For 2008, most of the opportunities will be captured on shallow gas and CBM projects. The deeper, higher
productivity wells have been most adversely affected by the proposed Alberia royalty changes, and as a result
will not be a significant part of our 2008 drilling program.

Canadian Natural's notural gas assets are strong and diverse. We have the ability fo grow production when
the relative economics improve as compared to crude oil, leading to o more conducive environment for natural
gas drilling.

NORTH AMERICAN CRUDE OIL

Disciplined Use of Technology to Create Value

Success in our Canadian crude oil operations continued in 2007 as we sow heavy crude oil pricing reach
record levels during the year. We remain the leoding producer of heavy crude oil in Canada and with vast
amounts of original oil in place identified on our lands, we are in a enviable position to continue 1o grow
this production.

At Pelican Lake, our waterflood and polymer flood EOR schemes are adding significant low cost reserves.
We believe that the polymer flood EOR is the optimal solution for the maijority of the reservoir. In 2008, we
are actively rolling out the polymer flood on a commercial basis, converting 73 producing wells into polymer
injection wells.

We have procured the services of two fully dedicated slant drilling rigs to complete our conventional heavy
crude oil programs over the next three years. By committing to this service for an extended term we can better
control efficiencies and ensure that highly frained crews are available te us 1o effectively develop our significant
conventional heavy crude oil assets.

At our thermal in-situ projects, Primrose North continues to perform to our expectations with production of
64,000 bbl/d in 2007. Fulure developments are underway with the 40,000 bbl/d Primrose East Expansion
targeted for first ol in 2009 cnd plans for the 45,000 bbl/d Kirby in-situ development, fargeted for a
2011 - 2012 fimeframe.

In all, we have identified ten separate increments of in-situ developments which will unlock the tremendous
value of these assets.

INTERNATIONAL OPERATIONS

Disciplined Management of Costs Drive Cash Flow

As part of our care operations, our International division faced many challenges in 2007. Looking forward,
2008 remains promising with emphasis placed on our Offshore West Alrica assets. The re-entry of the wells in
the Baobab Field in offshore Cote d'ivoire, and the development of the Olowi project located in offshore Gaben
represent the iwo major developments for our Offshare West Africa operations. First oil at Olowi is targeted for
late 2008, with aniicipated production expected to peak at 20,000 bbl/d in 2009.

Canadian Natural
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John G. Langille

VICE-CHAIRMAN OF
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Steve W. Laut

PRESIDENT & CHIEF
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WETHER Q)
SHASEHOLDIES

In the North Seq, the plan continues to balance investment with value in both the short and 'ong term, and
deliver significant free cash flow by improving operating efficiencies in a mature basin, We confinue to execute
our stralegy through exploitation beyond the optimization of existing facilities and waterfloods into more near
pool developments. This maximizes utilization of the common facilities and ultimately extends economic lives
of all the Fields.

HORIZON OIL SANDS PROJECT

Disciplined Execution of our Project Strategy

Phase 1 of Canadian Natural's Horizen Project, o bitumen mining and integrated upgrader project, made
significant progress during the year. We entered 2007 at 57% complete and exited 90% complete — major
progress on a mega-project. The progress we made throughout 2007 was achieved through our disciplined
approach in which significant front end engineering efforts afforded us the ability to obtain the majority of the
Phase 1 construction costs under lump sum bids. Overall, praject certainty was augmenied by a sound hedging
program that ensured that Canadian Natural would have adequate free cash flow available to complete the
four year construction effort.

Our emphasis on front end planning has provided Canadian Nalural with a sirong understanding of both
what we are building and just as importantly, how we are going to build it. We have forged relationships
with a variety of contractors from around the world and together have provided a strong definition of the
construction execution plan. We have developed a unique and creotive abour strategy ithat has enabled
workers of all labour affiliations from across Canada fo porficipate in the construction effort as equals. This
sirategy is facilitated through fly in and fly out capability from our on-site air strip. Today, workers from all across
Canada regularly fly in and out on one of the 35 flights per week, direct 1o our site and home again, on various
shifts which accommodate their ifestyles.

The Horizon Project is targeted to achieve first oil in the third quarter of 2008. Our teams have performed very
well in the face of numerous challenges and inflationary pressures, which highlights the unique Canadian
Natural focus on project execution. As a result of our commitment to "deing it right,” some work was shifted
into the more challenging winter months, which has lead to decreased productivity in late January 2008,
Our Phase 1 Horizon Project completion cost forecast was revised to reflect this productivity decrease along
with increasing cost pressures we faced as a result of choosing to get production on-line as targeted. After
a thorough review, we have targeted Horizon Project's Phase 1 original $6.8 billion construclion budget to
increase 25-28%. Achieving this increase will result in an on-stream cost of less than $80,000 bhi/d — still an
industry leader in capital efficiency.

The Company's plan for further development of Phases 2/3 of the Horizon Project involves o four-tranche
approach, with targeted capacity of 232,000 fo 250,000 bhl/d of SCO by 2013. The development plan for the
Phases 2/3 expansion is characterized by smaller incremental projects. The execution strategy takes project

Cash flow from operations per share Daily preduction, before royalties,
[C3/sharel per ten thousand shares
lboe/d)

|
|
|
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Conventional proved and probable reserves
per share, before royalties
{boe}

Conventional net asset value per share
|C$4sharel

T T T T T ——

o7 I .3 o7 NN <o
os IR oo [ ;¢ '
o5 N - : os [, o

=]
o~
b
(o8]

o+ NG -
o3 [N 2335

[ =
w
sy
(=]

=




Canadion Natural
control to the next level where Canadian Natural will complete the detailed engineering and design work, Page 9
procure equipment, and award well defined, complete construction work packages. This strategy will lake more
time to complete but will ensure greater cost control while providing intermediate production gains, something
we feel is vital in the current business environment. This plan for Phases 2/3 gives Canadion Natural better
project control over execution and costs, and allows for greater capital flexibility. The incremental approach
olso gims to ensure the ovailability of the people and project teams to complele the expansion and allows
for increased access fo o greater depth of contraciors, while maximizing our learnings from Phase 1. It will
assist in maintaining the balance sheet strength of Canadian Natural and the ability to respond accordingly to
commaodity price fluctuations, while minimizing distraction for effective Phase 1 start-up and optimization.

Beyond Phase 1, Phases 2/3, and future phases of development are realistic extensions of the plan, ultimately

targefing daily production of approximately 500,000 bbl/d of SCO from the leases. In total, we estimate

reserves and contingent resources of 6 hillion barrels of mineable bitumen at the Horizon Projeci.

FINANCIAL STRENGTH

A Core Element of our Business Strategy

Canadian Natural has long maintained that a strong balance sheet with the right amount of financial liquidity
allows us fo manage several condifions inherent to the exploration and production business — volatility
of commodity prices, demands of the copital markets, ability to capitalize on our asset base and
acquisition opportunities.

As we look forward fo 2008, we have a strong balance sheet that will continue to strengthen throughout the
year. In addition, our liquid resources, represented by unused credit facilities, are appropriate for our current
activily levels. We maintain a proactive opproach to commadity hedging designed to meel or exceed our
budget assumptions. This is to ensure cash flow fram operations is sufficient to fund our capital programs. We

remain committed to a diligent capital allocation process, developing those projects with the highest returns.
This process inevitably leads us to developing and maintaining a large inventory of high quality opportunities.

We are aware that all business cycles will change and evolve, some more quickly than others, and that we are
posilioned to respond quickly and efficiently. Therefore, we remain committed to maintaining o strong balance
sheet and the appropriate amount of financial iquidity.

DEFINED PLAN

The Canadian Natural team is proud to be able to provide a transparent strategy and growth profile io its
investors. We target to continuously add value aver an extended period reflected in each of our four per-share
mefrics by an average of 10% per annum and believe that we have the assets to deliver on it. We have a
consistent history of strong, stable growth and through our measured approach will continue along the path
of value creation.

In addition to the production growth aspect of the plan, our ability to allocate capital within aur production mix

from one commaodity to another according to business cycle means that the economic sustainability of the ———
organization is enhanced. The Defined Plan is not static, similar fo our capital allocation practice, we adjust
and refine our Plan to ensure returns are optimized. For example, our reaction 1o inflationary pressures has
altered the fiming of our organic natural gas expansion, while the acquisition of ACC lands increased shor
term production and greatly expanded the long term development potential of the organization. With resped
to heavy crude oil developments and future phases of the Horizon Project, we will confinue fo steward capital
in optimal fashion.

We have the assets and drive o significantly grow the business, but this will not occur at all costs. Project
timing will be accelerated or delayed to optimize development economics. While we are currently benefiting
from high commedity prices, we believe it to be irrespansible to assume this continues for planning purposes.
And so we insist on more conservative price assumptions in our long-term planning models. Over the long
term we slill target 10% growth, but the current cost environment means that we must be even more diligent in
oplimizing the Plan as we continue to focus on value growth. |

Management would like 1o again thank our enfire team for continuing to deliver the Plan. We believe that
Canadian Natural has the Assets, the Plan and the Pecple to continue to deliver shareholder value for years to
come. As a leam, we remain committed fo “developing people fo work fogether to creale shareholder value
by doing it right with fun and integrity”.

VECVERY/ P, 3

Allan P. Markin N. Murray Edwards John G. Langille Steve W. Laut

CHAIRMAN OF THE BOARD VICE-CHAIRMAN VICE-CHAIRMAN PRESIDENT &
OF THE BOARD OF THE BOARD CHIEF OPERATING OFFICER
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Our World-Class Team

To develop people to work together to create [y it o o s s, st fobe bl sas Ao,

Gerardo Aguirre, Sarshar Ahmad, Sarah Aho, Gamisen Ailsby, Flona Aitken, Sina Akinsarya,

value for the Compuny‘s shareholders by Ioston. Aana: Chrs P Acprian Brice Alsaneer Gragory tesanaes Dl A,
. oy . . » Elena Algazing, Mohieddin Alghazali, Arshad Ali, John Allan, Jill Allen, kohn Allen, Trent Allen,
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Review of Operations

Production

The strength and success of Canedian Natural's Defined Plan was demonsirated once again in 2007. By
maintaining large project inventories in every product and basin in which we operate, the Company has been
able to confinually high grade its capital allocation process, achieving oplimal value in each of the commodities
we produce, namely, natural gas, light/medium crude oil, Pelican Loke crude oll, primary heavy crude oil and
thermal heavy crude oil. Maintaining that balonce is integrat to our management's sirategy — balance within
the product mix and project time horizons, along with balancing growth through the drill bit and acquisition.

During 2007, production before royalties was 609,206 boe/d, up 5% from 2006 levels. This was achieved
through a combination of asset development, exploration and a full year of production from the assets ccquired
through the purchase of ACC. Despite a scaled back natural gas drilling program, natural gas preduction
before royalties increased by 12%, averaging the year with production of 1,668 mmci/d. Toial crude oil and
NGLs production before royaliies averaged 331,232 bbl/d.

Strategic Lond Base

Canadian Natural has the second largesl undeveloped land inventory in the WCSB, with undeveloped net
acreage in excess of 12 million acres, excluding leases at the Horizon Project. The strength of the Company’s
land base is a result of continued land purchases, strategic acquisitions including the incorporation of the ACC
properties that were acquired in late 2006. This strong concentraled land base affords significant opportunities
to control operating costs, along with minimizing finding and on-stream costs. The vast majority of the
Company’'s land base is posiioned to utilize existing owned and operated infrastructure and also stralegically
positions Canadian Natural io maximize the benefit of new play types developed by ourselves and industry.

2007 2006
Production Mix  Production Mix
[before royalties) mboe/d % mboe/d %
Natural gas 278 _ 45 249 42
North American light/medium crude oil and NGLs 57 9 5 i
Pelican Lake crude oil L 6 29 S
Primary heavy crude oil T . . - 91 16
Thermal heavy crude oil . 64 n 64 11
North Sea light/medium crude oil 56 9 60 10
Offshore West Africa light/mediurn ¢rude oil 28 5 37 7
Total 609 100 581 100
CORE LANDHOLDINGS
2007 2006

thousands of acres} Gross Net % Gross Net %
North America _ L

Developed . 8255 6424 78 8062 6.366 i

Undeveloped 14,782 12,160 82 15,848 12,785 8
North Sea o o .

Developed _ Y122 88 T2 138 93 67

Undeveloped 356 287 81 367 299 8}
Offshore West Africa L o )

Developed 7 4 57 7 4 57

Undeveloped 247 206 83 247 207 84
Total L .

Developed 8384 4516 78 8207 6,463 79

Undeveloped 15,385 12,653 82 16,462 13,291 8

23,769 19,169 8 24,669 19,754 80
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The infrastructure associated with this vast, concentrated land base dlso provides a competitive advantage
in terms of lowering marging! operating and development costs for newly drilled or acquired properties. This
dominance can create acquisition opporiunities as we control access to strategic infrastruciure and maintain
a low cost regime.

Geo-Science Strategy

We believe that a multi-disciplined focus on geology, geophysics and reservoir engineering reduces exploration
risk while enhancing capital efficiency, ullimately leading to improved full cycle economics. The integration of
seismic interpretation, geology, and innovative engineering, results in our successful annual drilling program,
and a consistent net increase of new high quality locations to our conventional and uncanventional inventory.
Weinvested $67 million during 2007 1o acquire new seismic, and fo purchase and reprocess existing seismic
data. In fofal, 2,012 kilometers of conventional 2D seismic data and 379 square kilometers of 3D seismic data
were acquired. Additionally, 8,778 kilometers of conventional 2D seismic data and 2,532 square kilometers
of 3D seismic data were purchased internationally and domestically, We continue to acquire this data under
stringent environmental controls and in a cost effective manner.

ACTIVITY BY CORE REGION

Conadian Natyral
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Net Undeveloped Land Drilling Activity ™
tthousands of net aeres) Inel wells)
2007 2006 2007 2006
Canadian conventional . ) L
Northeast British Columbia 2401 2721 &1 196
Norihwest Alberta 1,489 1,750 128 194
Northern Plains _6,626 6,804 636 728
Southem Plains 925 870 189 120
Southeast Saskalchewan L1 117 __ 28 75
In-situ Oil Sands 483 407 192 247
12,045 12,669 1.212 1,560
Harizon Gil Sands Project _n5 16 _ 98 183
United Kingdom North Sea 287 299 T 9
Offshore West Alfrica 206 207 5 [
12,653 13,291 1,322 1,738

1 Includes stratigraphic test and service wells.

Daily natural gas production, before royalties } Daily crude oil and NGLs production,
tmmcf/d) g before royalties
- {mbbi/d)
o7 [ '.cso Y o N 33
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"Being the low cost
producer, focused
in our core areas,
and cperating
our assets are
key lo crealing
shareholder
value.”

Tim 5. McKay

SENIOR VICE-PRESIDENT,
OPERATIONS

“As the second
larges! undeveloped
land holder in the
Western Canadian
Sedimentary Basin
we proactively
mangge our
diverse asset base
for future growth.”

Mary-Jo E. Case
VICE-PRESIDENT, LAND
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"We have the
financial strength
lo grow our assels
and have the
ability to take
advantage of
strategic
opporiunities.”

Douglas A. Proll
CHIEF FINANCIAL
OFFICER, SENIOR VICE
PRESIDENT, FINANCE

“Capital discipline
is essential fo
provide refurns
over the long
term.”

Randall 5. Davis
VICE-PRESIDENT,
FINANCE &
ACCOUNTING

Drilling Activity and Strategy

In 2007, we saw stabilization and in some cases a reduction of costs within the western Canadian industry,
with natural gas drilling costs showing a decrease. The stabilization was in response to industry-wide pressure
placed on the services through several scaled back drilling programs, weaker naiural gas prices, uncertainty
surrounding Alberta’s Royalty Review and the impact that it may have on demand for drilling supplies and
services. Looking specifically to natural gas, efficiencies were gained and our natural gas drilling program
returned results that exceeded expectations — a result of better crews, betler equipment and by nature of our
deep, high quality prospect inventory. Costs in crude oil relaled services continue lo remain high, bul stable.

As the price of crude oil steadily escalated throughout 2007 and the heavy oil differential remained favourable,
capital continued 1o be allocated towards higher return crude oil projects. This was counter 1o the weaker
natural gas price throughout the year where we saw a decline in natural gas production and a decrease in
overall wells drilled. ‘

With the economics of drilling for natural gos eroded by the proposed changes to Alberta’s royalty regime
along with relatively low natural gas price, cur natural gas drilling program will once ogain decrease
throughout 2008 by approximately 30%. The decrease in drilling activity will be in Alberia, where the focus
will shift from conventional and deep natural gas wells to shallow natural gas and CBM wells. Natural gas
activity outside of Alberta is targeted to increase by 8%, due mainly to the development program in the Hatton
region of Saskatchewan. The frend towards increasing drilling activity outside the province of Alberta continues
in our crude oil drilling program with a 22% reduction within Alberta, and 30% increase in British Columbia,
Saskatchewan and Manitoba.

WELLS DRILLED

Yeor Ended Dacember 31 2007 2006
Gross Net Success Net Success
Crude oil ~ North America S o =
__Light crude oil __ 80 63 94w _ 13 92%
Pelicon Lake crude oil M6 26 99% 144 100%
Primary heavy crude oil 383 340 94% 274 94%
Thermal heavy crude oil 55 55  l00% _ 60 98%
North Sea light crude oil ) 4 4 T00% 8 100%
Offshore Wast Africa light crude oil 7 4 100% 4 100%
655 592 96% 603 25%
Natural gas - North America s
Northeast British Columbia 52 a2 7A% 163 20%
Northwest Alberta 125 98 BB% 155 £8%
Northern Plains ny. . 9 7% 219 84%
Southern Plaing 188 147 99% 104 93%
478 383 85% 641 88%
Dry 107 93 ¢
Subtoial 1,240 1,068 9% 1.363 91%
Stratigraphic test/service wells 256 254 375
Total 1,496 1,322 1,738

Total North America landholdings ! Total net wells drilled

Ithousands of net acres)

Developed Undeveloped ;
o7 YT 20150} o I
VN 6366 SRR v ;o6 N 732
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Marketing

Natural Gas

Canadian Natural's gas marketing objeciive is to maximize the realized price for its overall portfolio. Our
stralegy is anchored by solid business relafionships based on demonstrated performance and integrity, while
working together with our custorners to meet their needs. We market primarily fo large credit worthy utilities,
industrial and commercial customers across North America. The current portfolio includes 1% of direct sales
to various American customers, 79% sold directly inic our domestic markets with the remaining 10% going to
the Alberta-based gas supply and market aggregators. Canadian Naiural's portfolio is essentially driven by
current market prices with over 99% of all sales fluctualing with the pricing index prevailing at the points of
physical delivery of the gas. The marketing team moniiors regulatory applications by the pipeline companies
and participates as necessary 1o ensure an optimal cutcome is achieved for all stakeholders.

Canadion Natural's realized wellhead price in 2007 was 2% higher than in 2006 of $6.85/mcf despite the
AECO and NYMEX index both falling by 5% and the average Canadian dollar sirengthening relative to the
American dollar by 6% in 2007. This was primarily due to the physical forward sales entered into for 2007.
The first quarter weather caused the North American natural gas storage inveniories to drop below 2006
levels which supported prices for the first half of the year. The softer gas markets in Europe and Asia provided
attractive opportunities to export LNG to the US facilities which resulied in an estimated total incrementol supply
of 150 bcf. With lower demand during the second half of 2007 caused by relotively benign weather and slower
economic growih, pricing levels weakened.

Strong drilling activity in the US during 2007 resulted in an incremenlal supply of 1.2 bef/d, In western Canada,
17% fewer wells were drilled in 2007. As such overall natural gas production in the WCSB declined by 450 mmcf/d
in 2007 and continues to further decline in early 2008. Overall demand in North America was up by roughty
5 bel/d in 2007 with several power generating units coming online in the US, along with increased demand
coming from Canadian oil sands operations and heavy ail thermal projects. Two significant developments
will add North American incremental supplies in 2008: the Independence Hub off the coast of Louisiana is

Canadion Netural
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expecied to add 1.0 bef/d and the Rockies Express Pipeline will allow 0.5 bef/d of natural gas ta reach Midwest
and North East markets. This is in contrast to the continued dedlines observed from the WCSB.

Additional LNG terminals and vaporization faciliies 1o be completed in 2008 will add up o 6.0 bef/d of
additicnat capacity in the US. Many natural gas liquefaction plants are currently under construction around the
world and a large fleet of specialized shipping vessels is being built to ensure logistics will not be an issue in
the commaoditization of ING. Quantities imported into North American facilities are essentially dependent on
higher prices in the US versus European and Asian markets. Current price forecasts suggest very modest LNG
imports into the US for 2008, Gas supplies are adequate in North America with relatively soft prices, whereas

"The demand for
crude oil confinues
to be very strong oui
of Asia and we
expect that o
confinue for the
decade to come.”

Réal M. Cusson

SEMIOR VICE-PRESIDENT,
MARKETING
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LNG demand is very strong in the Asian markets.

Canadian Natural's natural gas production for 2008 is forecasl to average
1,429 - 1,513 mmcf/d. With the 2008 corporale budget forecast of NYMEX at
LJS$7.00/mmbtu and AECO at $5.68/GJ, this would vield an overall wellhead price of
C35.66/mcf far our sales portfolio, using an exchange rate of 1.00 for the US$/CS.

Crude Oil

Canadion Natural's crude oil marketing strategy is designed to unlock the value of
our vast heavy oil reserves. The three major components of our strategy consists of
blending various crude oil streams and diluents fo better serve the needs of our refining
cusiomers, suppart and participate in the expansion of pipeline export capacity and to
support and participate in projects adding incremental conversion capacity for bitumen
and SCO.

Canadian Natural's redlized wellhead price increased by 3% in 2007 to $55.45/bbl,
based mainly on continued worldwide dermand for hydrocarbons and a constrained
supply environment, with almost no spare copacily from the producers and full
ulilization of worldwide refining assets. The benchmark price for WTI ¢rude oil was up
9% in 2007 fo US$72.40/bbl and reached an all time high in 2007 of U5$99.2%/bbl on
November 21. The benchmark for two thirds of the world oil traded, Dated Brent crude
oil, was alse higher than in 2006 by 11% to US$72.59/bbl based on sfrong European
and Asian demand and unpredictable gecpolitical events. The price differential for the
Canadian heavy crude oil as measured by the Lioyd Blend “LLB"} price differential to
the WTl index was 6% wider at 32% in 2007 than the average for 2006. The stronger
commodity prices were largely offset by a Canadian currency that was 6% stronger in
2007. Canadian Natural continued to successfully imptement its blending strategy in
2007 and contributed 55% of the average 257,000 bbl/d of the WCS strearn in 2007.

The second phase of the marketing sirategy entails geographic expansion of pipeline
systems in an effort to open up new markets for heavy crude oil and SCO. These
logistical challenges are being addressed by industry and significant progress was
made in 2007. Both the Spearhead and Pegasus pipelines to Seuthern PADD Il
refining markets are running ai capacity. The first phase of Trans Mountain Expansion 1
added 35,000 bbl/d o the west coast with a further 40,000 bbl/d, scheduled to
be completed in the fourth quarter of 2008. Several other pipeline projects are in
various stages of development and progress, ranging from preliminary commercial
developmenit fo being under construction. We are very confident that the industry will
proceed with the necessary incremental pipeline export capacity on o timely basis to
support the expected incremental praduclion oul of the WCSB, and in particular, from
the oil sands and heavy oil projects.

WTI crude ofl reference pricing

NYMEX natural gas reference pricing

(Us$/bbl) ‘. (USS/mmbtu)
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Canadian Naturals crude off porttalio for 2008 is targeted to average between 316,000 bbl/d and 366,000 bbil/d.
Based on the corporate budget forecast for WTI at US$73.00/bbl and 30% for the WCS heavy differential, this
would yield an overall wellhead price of C353.90/bbl.

Price Risk Management

Canadian Natural utilizes hedging techniques o provide some assurance on price realizations and to protect
cash flow generation capability in order to fund ongoing development programs. Generally, the downside
pricing risks associated with various commodities are determined and, if deemed appropriate, financial
derivaiives are used to limit risk. Currency exposures are also monitored and may be hedged along with
the commodities.

In conjunction with approval of the Horizon Project, our hedge pelicy allows up 1o 75% of any commodity’s
expected production volumes for a forward 12-month period, up to 50% of the second 12-month period and
up to 25% for the following 24-month period. For further information on the particulars of this hedge program
please refer to Management's Discussion and Andlysis and the Consolidated Financial Statements.

Midstream

Qur midstream assets consist of the 100% owned and operated ECHO Pipeline, a 15% interest in the Cold Loke
Pipeline system, a 62% interest in the Company operated Pelican Lake Pipeline, and a 50% inferest in the 84
megawatt co-generation unit located at our Primrose facility. The midsiream assets allow us to control and
optimize transporiation costs for about 80% of our heavy crude oil production. It also generates additional
revenue from third party volumes, along with the sale of surplus eleciricity. ECHO is the only pipeline delivering
undiluted raw bitumen 1o the Hardisty ferminals and plays an important role in our heavy crude oil blending
and marketing sirategy for WCS and other diluted
bitumen blends. We are currently expanding our
truck facilities at the Nipisi terminal to handle
additional volumes from the Pelican Lake area.
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Health and Safety,
Environment and Community

For Canadion Natural, "doing it right with fun and integrity” is @ commitment we make towards responsible
operafions and environmental stewardship. Our management systems encourgge confinuous corporate
improvement in the areas of health and safety, environmental management and community support for our
employees, contractors and shareholders, We recognize thot health and wellness, safety, environmental and
social considerations, are fundamental to our long-term growth.

Health and Sofety

Canadian Natural conducls operations in o manner that protects the health and safety of employees,
confractors, the public and the environment. Through our focus on safety programs and processes, we
confinue fo enhance safety owareness. Statistically in 2007, Canadian Natural’s health and safety performance
benchmarks surpossed internal targets and continues to improve.

In our North American conventional operations, the total recordable injury frequency in 2007 continued the
downward frend of the past five years, and is amongst the top performing Canadian peer companies.

Canadian Natural continues to have a very aggressive audit program. All internal audits are performed using
a company-developed safety and compliarice audit protacol. For our North American conventional operations
in 2007, over 600 facility, drilling and service rig, pipeline and construction project audits were conducted,
an increase of more than 100 over 2006. Our ongoing programs, including our internal audit program, have
resulted in Canadian Natural mainiaining an Energy Resources Conservation Board satisiactory inspection
rate that is significanily betfter than the industry average.

Al our Horizon Project, tolal recordable injury frequency decreased significantly even though the 1otal exposure
hours onsite increased by over 240% from 2006. The Horizon Project achieved 12 million hours losi time injury
free in 2007, The Horizon Project’s benchmarking results are aligned with our oil sands peer group during this
intensive phase of developmeni.

The Horizon Project health and safefy team centinued fo focus on implementing programs such as safety pre-
qualification of all contractors along with third-party prime contractor audits. As we confinue commissioning
in 2008, work centinues on safely raining programs and processes for employees and contractors, and the
integration of emergency respanse plans with those of the regional municipality. An qudit of the Horizon Project
emergency response plan in 2007 found that our plans surpassed regulatory reguirements.

internationally, Canadian Natural's benchmarking statistics are in the top quartile of UK North Sea operators,
with 2007 total recordable injury frequency performance improving significantly over previous years. Inifiatives
aimed ot further improving worksite safety behaviours and targeted safely leadership training have confributed
to delivering this outstanding performance.

Integrity

Canadian Natural is commitied to managing the integrity of its pipelines and facilities. For the North American
conventional integrily group, fank testing, pipeline integrity, pipeline abandonment and discontinuation
and pressure equipment are focal points. The Asset Integrity Program at the Horizon Project site has been

"Reducing our
environmental
foolprint is a key
consideration
throughout our
operations.”

Lyle W. Stevens

SENIOR VICE-PRESIDENT,
EXPLOITATION
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‘ established to develop and implement the pressure equipment guidelines to meet corporate standards
and regulatory requirements. Internationally managing the ongoing and future struciural integrity of maiure
North Sea installations has been a significont focus. A third party audit of all international assefs hos shown thot
Canadian Naturaf's UK asset integrity performance is good with respect fo other North Sea operators.

.~ Environment
Environmental stewardship is an essential element of all Canadian Natural’s operations. Management and

‘- operaling personnel are committed to ensuring that planning, training and due diligence are key elements
in our environmental management programs. Environmental strategies target corporate standards, liability
reduction, air emission management, reduction of fresh water use, minimizing of cur landscape footprint and

operations compliance.

We continued ihe development of our enhanced Environmental Management Systern ("EMS’) for the Horizon
Project and our conventional operations in 2007. The EMS focuses on ensuring our field operations minimize
their enwvironmental impact and meet all corporate standards and regulalory reguirements.

For North American conventiona! operations, our liability reduction progroms focus on abandonment,
! reclamation and decommissioning activifies. In 2007, we abandoned 669 wells. Throughout our operations,
| we consistently strive o reduce our fresh water use. Our engoing work to meet this goal includes recycling
a high percentage of produced water, increasing the use of brackish/saline water and using produced
water in our drilling and abandonment operations. Increased brackish/saline water use at our Primrose and
Wolf Lake operations confinues to enable increased bitumen production without an equivalent increase in
fresh water use. Ongoing efforts to increase brackish and saline water supplies will reduce freshwoter
demand af Primrose Wolf Lake by 73% by 2013, relalive io 2006 levels.
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In 2007, the Horizon Project continued with several environmental management programs, including monitoring
of soils, fisheries and water quality; a weekly environmental inspection program of construction sites; and a
wildlife management program. An ambient air monitoting station, tied info the Wood Buffalo Environmental
Association for monitoring, maintenance and dato reporting, was installed adjocent to the Horizon Project
site. The fish habitat Compensation Lake dam was completed and work began on fish habitat construction.
Minimizing the overali environmenta! foolprint remains a priority for the Horizon Project.

Internationally, we exiended our ISO 14001 environmental cerfification to Ninian Central and maintained
certification on Tiffany, Balmoral and Ninian Northern. Total oil in produced water discharged 1o sea was reduced
by over 40% from 2006, due to a combinafion

of regulatory changes to the analytical method
and significant improvements in  produced
water handling. The successful produced water
re-injection trial at Ninian Central plotform
continues, re-injecting 30,000 bbl/d of produced i
back into our producing formations. In 2008, we l
will evaluale extending this program fo other !
offshore platforms as part of our strategy to reduce i BO0000 - e e e e e
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Canadian Natural is commifted fo developing
innovative and effective solutions to manage GHG
emissions and air qualityissues. Implementation of
flaring, venting, fuel and solufion gas conservation
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programs continue. In 2007 we completed

approximately 115 naiural gas conservation projects in our North American conventional operations, resulting
in the reduction of 1.28 million lonnes/year of CO,e. Over the past five years over $116 million has been spent
to conserve the equivalent of over 6.4 million tonnes of CO,e.

To date, Canadian Natural has invested over $82 million in natural gas conservaiion in the Primrose and Wolf
Lake areas resulting in a GHG reduction of approximately 417 kilotonnes of CO,e emissions annually.

The Horizon Project will incorporate numerous advancements in technology to reduce GHG emissions including
the research, development, and implementation of a process o sequester CO, inlo tailings. At the campletion
of Phases 2/3, we believe this process will eliminate approximately 180,000 tennes of CO, annually. Our Taking
Action on Greenhouse Gas Emissions document outlines our strategy to address GHG emissions from our
operations in the short and long term and is available on our corporate web site.
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Community
Throughout our operations we work with our neighbours to minimize the impacts of our activities, while

enhancing local and regional benefits. Canadian Nalural is commitied to building and maintaining strong, co-
operative working relationships, and establishing a positive presence in the communities where we operate.

In 2007, we continued to work together with our stakeholders in an efforl 1o develop relafionships builk on
respect and trust. Qur aim is to understand our stakeholders’ interests so we can consider and incorporate
their feedback into current and planned operations.

Education and Iraining are fundamental fo developing people. Throughout our operations, Canadian Natural
supports @ number of initiatives in building labour capacity in communities to meet the long-ferm human
resource needs in the crude of and natural gas industry. In 2007 we supported programs such as the
Petroleum Employment Training Program, Northeast British Columbia’s Stay-in-School Program and Inside
Education. Through the Canadian Natural Building Futures Schelarship Program, we are proud to support
sludents who are pursuing education and training related to crude oil and natural gas. Since the program’s
inception in 2002, we have awarded over $600,000 to more than 440 studens.

We work with our communities in western Canada, the UK and West Africa to provide financial and volunteer
support for the projects thal meet their vision for the future, and confribute to building strong communities,
Overalt, Canadian Natural's community sponsorship and funding support fotaled more than $4.6 million
in 2007,
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The Assets

Defined Strategy to Exploit
a World-Class Asset Portfolio

Low risk exploiiation drives the development of our vast resource base. li has proven
1o be successful shrough the business cycle as a result of minimizing exploration
risks, maintaining low operating costs and reducing capiial costs. This disciplined
approach is applied rigorousty throughout our worldwide operations, and features:

m Maintaining alarge inventory of undeveloped land in each core region facilitating
the continual high-grade prospects and opfimize drilling programs;

s Dominating the land base and controlling the infrastructure in regions wheraver
we operate. Maintaining high working interests and aperating the vast majority
of the asseis allows us 1o steward to our development plans and controt costs;

|
m Progressively developing lands as exiensions fo existing infrastruciure, thereby “We are un‘i quein

minimizing infrastructure costs and maximizing existing facility utilization; being expdsed to
boih‘lconve:mionol
and unconventional
opportunities both

m Maximizing resource recovery through the application of proper production
practices and tertiary recovery technigques; and

m Pursuing opportunistic acquisitions that provide future growth opportunities and dombsﬁcollly and
complement expertise and exisiing assels. inier?oiionolly_'
Jeft W. Wilson

SENIOR VICE-PRESIDENT,
EXPLORATION
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“A balanced product
and project portfolio
allows for flexibility.”

Allen M. Knight
SENIOR VICE-PRESIDENT,
INTERNATIONAL

& CORPORATE
DEVELOPMENT

North America
2007 net, after royalties
Production  Proved reserves

i ) [‘mboefd] Immbgel]
Crude oil and NGLs 211 920
Natural gas 230 587
Boe 441 1,507
% of total - 84 77
International

2007 net, after royalties
Production  Proved reserves "

] i imboe/dl ) {mmboel
Crude ciland NGLs 82 438
Natural gas 4 24
Boe 86 462
% of total 6 23

Horizon Project Mining

2007 proved reserves

Gross Lease Nel

i _[mmbb\: [mmbhil)
Bitumen 2,385 1,995
scom™ 1956 1,761

1 Based on canslanl prices and costs

12} SCO reserves are based upon upgrading of the bitumen
reserves. The reserves shown lfor bitumen and SCO are
not addilve.

North America

m Canadian Nalural has the secend
targest undeveloped land base in the
WCSB and a dominant position
in infrastructure,

= Today, we have over 8,000 nalural gas
locations in our inventory, a reflection
of aur strong asset base.

m We have 300,000 bbl/d of incremenial
crude oil projects to develop from our
thermal heavy oil asset base. The
value of these barrels has increased
dramatically with narrowing heavy oil
differentials and higher overall crude
oil pricing.

» The Horizon Projeci is poised to come
an stream in Q3/08 - delivering
110,000 bbl/d of SCO.

North Seo

m By using our experfise in mature basin
exploitation, Canadian Natural delivers
strong, steady produciion of light crude
oil from our North Sea assets.

Offshore West Africa

m Delivering some of the highest
returns on capital in the Company,
we currently have three producing
properties — Fast Espolr, Wes! Espoir
and Baobkab, dll located in offshore
Cate d'ivoire. Development of the
Qlowi Field in offshore Gabon is on
track with first oil scheduled for Q4/08.
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Natural gas production is concentrated in five North American core regions: Noriheast Brilish Columbio,
Northwest Alberta, the Foothills, the Northern Plains and the Southern Plains. These areas are anchored by
our extensive owned and operated infrastructure ensuring cost effective development of all our projects. This
infrastructure strefches throughout our vast land base of over 11 million nei acres of undeveloped land.

Canadian Natural is the second largest producer of natural gas in Canada with average production of
1,643 mmci/d in 2007. Our natural gas production represents 45% of our total production based on a barrels
of oil equivalent. During 2007, average production volumes increased over 2006 volumes by 175 mmci/d or
12%, reflecting our high-graded, high-quality assef base, a successful drilling and development program and
the full year impact of ACC properties. Canadian Natural's natural gas strategy maximizes value by balancing
capital gllocation between our extensive inventory of low risk conventional opportunities and development of
new nafural gas resources. This strategy allows us o incorporate new plays into our portiolio at a measured
rate while confinuing to provide low risk and reliable cash flow. Qur batanced production pertfolio proved
beneficial with $64 million being redllocated from the natural gas drilling program, into higher netback crude
oil projects. Even with this capital reduction on nalural gas spending, we were able to exceed our budgeled
production numbers for the year.

2007 proved to be a challenging vear for natural gas. !l was a year of restraint, but also g year of steady
progress towards the development of key natural gas projects. Canadian Matural anticipated many of the
challenges faced during 2007 and used our sirong natural gas assets to provide the flexibility necessary for
success in the current environment. Our high graded program allowed us 1o drive down our costs and exceed
performance targets for 2007. We have been encouraged by our strong performance and are planning for
continued improvement in 2008. We will expand our inventory of prospects to ensure the success of our
natural gas program in future years,




Northeast British Columbia

Canadian Natural is the second largest holder of undeveloped land in British Columbia with 2.4 million net
undeveloped acres, which aleng with our infrastructure allows us to minimize costs. A large resource potential
exists across a variety of conventional shallow and deep plays, as well as unconventional play types. The 2007
focus has been on lower risk natural gas plays and we have also pursued low cost development oppartunities
to add praduction volumes. These included optimizing existing producing wells af Fori St. John West, Caribou
and Adsett resulting in incremental produciion exceeding 17 mmcf/d. Developrment of the regionally exiensive
unconventiona! Moniney play commenced in 2007 and we are anticipoting significant production by 2010. In
addition, initial evaluation of the shale gas potential present on our lands occurred in our northern BC area.

Northwest Alberta

Northwest Alberta is a rich, multi-zone natural gas producing region. Canadian Natural’s large undeveloped

land base of 1.5 million net acres in conjunction with 26 operated facilities and an extensive pipeline network
provides a significant competitive advantage. We continue to expand the vast polential of ihe Deep Basin gas
play on Canadian Natural's significant acreage position. Our large, cost effective, repeatable drill programs
will economically develop new gas resources for many years fo come. Working towards significant cost
improvements has been a maijor focus in 2007. In Wild River, well costs have been reduced by more than 25%
as a result of drilling and completion optimizafion, service industry cost reductions, effective planning and the
use of volume discounts. Technology has also played a major role throughout 2007. Significant advancements
have been made improving completions, with commingling and fimited-eniry fracture stimulations, and
proving the economic viability of low risk infill drilling in some regions. We will confinue o leverage our existing
developed areas to identify potential follow-up drilling programs. In the Peace River Arch, Canadian Natural
will continue o exploit dual, tight gas targets in the Doig and Montney formations. A combination of step out
and downspaced vertical wells that target multi-zone, liquid rich natural gas prospects will maximize the value
of Canadian Natural's strategic processing capacity in the areq.

Foothills

The Foothills is one of Canadian Natural's key growth areas for natural gas. We have an excellent inventory of
prospects within this area and we have the expertise to develop this large, technically challenging resource
base. During 2007, we have increased our infrastructure position and have acquired acreage on two new
undeveloped siructures. We have also acquired a significant amouni of 3D seismic data to expand our
opportunity base of complex, yet, highly rewarding prospects in our core focus area. Our 2008 drilling program
for the Foothills focuses on areas with existing Canadian Natural infrastructure to further leverage what we
own and operate.

Northern/Southern Plains

The Plains natural gas core region contains shallow to moderate depth, mulli-zone conventional exploitation
plays, extensive shallow gas resource plays and unconventional CBM plays. Qur shallow gas program is
characterized as having low geological risk, with long reserve life. Qur CBM assels consist of low risk proven
Horseshoe Canyon coals and the evolving Mannvilfe coal play.

In 2007 there have been capital cost reductions in the Plains areq, paricularly in the CBM projecis. We have
seen reductions through most of the value chain, including 25-30% reductions in drilling costs, 30-40%
reductions in completions costs, and 15-17% reductions in tie-in cosis. We look to CBM and shallow gos to
provide significant natural gas drilling opporiunities. Conventional multi-zone plays will also continue to
deliver recompletion and drilling potential. In 2008 we will continue testing the Swan Hills Mannville CBM piiot
and we'll commence downspacing for shallow gos in Hatton. Canadian Natural will continue to access and
develop new natural gas oppertunities, focus on growing our location inventory and optimizing all our natural
gas production assels throughoui 2008.
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North American
Crude Oil and NGLs
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Canadian Natural is the largest producer of heavy ¢rude oil in western Canada. Our produdlion is a blend
of light crude oil, heavy crude oil and NGLs, which are produced in conjunction with natural gas. In 2007,
North American crude oil and NGLs represented 41% of the Company's total production. The depth of our
crude oil asset base and the impertance of our balanced product portfolio were revealed once again in 2007
when we concenlirated our drilling and development activity on crude oil rather than natural gos as a result of
commodity prices. Even within our crude oil assets, we maintain a balance between light, medium and heavy
crude oils giving us the flexibility to allocate capital and activity to the projects with the greates! refurns.

Our crude oil development strategy is based on low risk exploitation anchored by our experfise in improved
recovery techniques. This allows us to maximize crude oil recovery and value from both mature and new crude
oil pools.

Light Crude Oil and NGLs

Our light crude ofl assets are relatively mature, however, we confinue to add significant reserves by leveraging
proven technologies to maximize the value of our extensive asset base. The vast majority of the Company’s light
pools are produced under waterflood resulting in high recovery faclors with low production decline rates. We
confinue to evaluate and field test EOR techinologies on several pools to further enhance crude oil recovery.

In 2007, Canadian Natural's light crude oil drilling and development programs continued fo pursue three main
initiglives within western Canada:

w Low risk, infill and step-out drilling in crude oil pools located in the core regions of Northern and Southern
Plains, Northwest Alberta, Norheast British Columbia and the Southeast Saskatchewan;




s Waterflood oplimization programs. Our strong technical feam continues to improve the performance of our
walerfloods through detailed reservoir characterization and analysis of performance data; and

m Continued EOR focus. We have continued with cur pilof test of polymer flooding te improve erude ol recovery
in a mature waterflood like the Horsefly/Taber pool and we continued the CO, pilot flood on the Enchant
pool in the Southern Plains, We are also evaluating applicafions of these technologies in other Canadian
Natural owned and operated lighf crude oil poals.

For 2008, Canadion Natural will continue to execute its defined development plan for light ¢crude ol with a
focus on continued optimization of existing waterfloods and development of tertiary recovery processes.
We will confinue with testing polymer flooding and CO, flooding at our ongoing
pilot projects and will begin the evaluation of commercial opportunities of the most
promising fechnologies. Our asset base continues to provide excellent opportunities to
add reserves through low risk infill and step-out drilling. In 2008, we are planning to drill
more than 75 wells in our light crude oil program across western Canada.
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Pelican Lake Crude Oil

The Pelican Lake asset is @ massive crude oil pool in our Northern Plains core region,
This area continues to deliver excellent opportunities for production and reserves growth
anchored by a pool with greater than four billion barrels of OOIP on our developed
working inferest leases. We have developed this pool exclusively with horizontal wells
to minirnize the environmenial impact, reduce development costs and provide greater
well productivity. Although initially developed for primary produciion, the pool has
proven o be amenable to EOR with commercial success in both waterflooding and
polymer flooding. In the last three years, testing of waterflooding and polymer flooding
has proven that we can double recovery in many areas of the pool.

In 2007, the Company continved with the development of primary production drilling 94 primary horizonial
crude oil wells. Success with polymer flooding has led Canadian Natural fo transition from waterflooding to
polymer flooding in many areas of the pool. The improved mobility ratio achieved with polymer flooding results
in improved sweep efficiencies and higher recovery factors. We have begun to convert existing waterflood
paiterns to polymer flood and initialed conversion to polymer flood in several new areas of the peol. Production
in 2007 averaged 34,000 bbl/d, a 17% increase from 2006 levels, as a result of waterflood and polymer flood
success and a successful primary drilling program.

Canadian Natural has 105 horizontal crude oil wells, three horizontal injection wells and six service wells
planned for 2008, As a result of the positive response to polymer flocding we will be aggressively converting
additional patterns to polymer floading in other pertions of the pool. New conversions will take 12 o 18 months
to respond to the polymer injection which will defer production growth from Pelican Lake until 2009 or 2010.
We will also continue to expand the portion of the pool amenable to primary production with the drilling of 94
primary horizontal wells.

Primary Heavy Crude Qil

Located east of Edmonton and extending down and across the Alberta/Saskatchewan border, the Company
has a dominant land position with 1.7 milfion acres, 70% of which is undeveloped. This dominance allows us
to minimize capital by conducting large scale drilling and development programs. Costs are further managed
through owning and operating centralized treating and sand handling facilities, maximizing their utilization
and using our size to achieve economies of scale. OQur infrastruciure includes 12 heavy crude il treating
facilities, along with the 143 mile ECHO Pipeline, thereby reducing iransportation costs and allowing us to be
the only praducer capable of delivering undiluted heavy ail into our blending facilities at Hardisty, Alberta.

North American successful North American crude il and NGLs
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2007 was another excellent year
for heavy crude oil production as «
result of our experienced technical
team, extensive asset base and active
drilling and recompletion program.
During 2007 we drilied 362 low risk
heavy oil net wells and recompleted
approximately 626 wells to secondary
zones. In 2007, heavy crude oil averaged
92,000 bbl/d.

For 2008, 311 heavy oil localions are
forecast to be drilled and a furlher
470 net wells will be recompleted,
Our defined growth plan forecasts
that over 1,840 net well locations will
be drilled during the next five years,
keeping production relatively flat,
Recovery factors for primary heavy oil
are relafively low al approximately 10%
and as a result we conlinue to pursue
the development of technologies to
further improve crude oil recovery.
We are currenily conducling research
both in the field and in the laboratory
and in 2008 we will initiate a pilot project whereby solvent is injected through vertical wells, contacting heavy
crude oil through existing production channels. The solvent dilutes the heavy crude oil and via gravity it drains
fo a horizontal well and is then produced.

Thermal In-Situ Heavy Crude Oil

Canadian Notural has tremendous thermal oil sands holdings in all three oil sands deposits, namely Athabasca,
Peace River and Cold Lake. Qur current producing operation is our Primrose project in the Cold Lake oil sands
where the maijority of the heavy crude oil is produced from the Clearwaler reservoir using CSS.

We have defined future plans to fully develop our Primrose assets and to develop our Athabasca properties
including Kirby, Grouse, Gregoire and Birch Mountain. We have in excess of 480,000 undeveloped acres of
land suitable for thermal recovery processes.

In 2007 Canadian Natural's multi-year thermal development program confinued with the commencement
of construction at the Primrose East Expansion project. This 40,000 bbl/d project will achieve first production
in early 2009. We also continued development of the existing operations af Primrose South and North with
the drilling of 11 wells. We began evaluation and field festing of several novel reservoir recovery processes
1o enhance recovery and improve steam usage. Our current thermal operations averaged 64,000 bbl/d
for 2007.

In 2008, we plan to drill an additional 32 horizontal wells at Primrose East and complete construction of the
facilities. Steam injection will commence in late 2008 with crude oil production in early 2009. We are targeling
{o bring on a new thermal project every 2-3 years with incremental capacity of 30,000 — 60,000 bbl/d for the
foreseeable fulure. After the Primrose East Expansion is completed, our nex! expansion will be af Kirby, where
we have scheduled first production for 2012.

in 2008 our thermal production will decrease slightly from 2007 for fwo reasons:

w  We will be taking advantage of relafively lower natural gas pricing and higher crude ol pricing through
steaming maiure wells to capture reserves that now have robust economics,

a The cyclic production from the Primrose North Expansion peaked in latle 2007 and will enter a long
production phase with shallow declines in 2008,

Beyond 2009 we see the potential to add significant incremental thermal in-situ production from our oil sands
leases ot Kirby, Grouse, Birch Mountain, and Gregoire Lake. By executing our Defined Plan to develop these
leases, we will be able 10 achieve 15% annual growth on our thermal production alone. We will continue to
develop new technologies including geo-steering during drilling, infill drilling ond steam odditives to enhance
recoveries, Our thermal operations represent a tremendous growth opportunity and are an integral part of
Canadian Natural's Defined Plan,
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International

As a fundamental part of the Company's porifolio, our International operations provide a stable and committed
source of light crude oil production. Very similar fo our operations in the WCSB, we are able 1o apply our
experlise in mature, low risk, exploitation basins to our North Sea eperations. And in turn, apply whal we have
learned from our Narth Seq operations to our Offshore West Africa assets.

In the North Seq, attention is focused on managing existing infrastructure in @ mature basin which leads fo
field life extension, With a solid inventory of drilling prospects, the North Sea provides significant resource
polential in a low-risk environment, In Offshore West Alfrica, the Company enjoys excelient relationships with
the governments of Céte d'lvoire and Gabon, providing unmatched competitive advantage over other local
operators. Providing some of the highest returning projects in the Company, the Cffshore West Africa assets
continue to generate significant free cash flow and provide considerable light oil growth.

United Kingdom Sector of the North Sea

By oplimizing base production through efficient waterflood managermeni, we lock fo increase production, lower
cosis and extend field life. Second stage development includes more near-pool development and exploration
in order to maximize utilization of common facilities. This ultimately extends the economic life of each field, We
have also paid special atention to our advanced assel integrity management program which continues to
build confidence in the long term viability of our infrastructure white identifying key facility upgrades that have
had a material impaci on extending asset life.

During 2007, 3.7 net crude oil wells were drilled along with 3.5 net injection welis. In the northern Norih Seq,
commissioning of the Columba E raw water injection project was successfully completed on time and on
budget. Two subsea water injectors were successfully drilled allowing water injection into the reservoir. At
Ninian, we saw the successful development of further infill locations, which delivered consistently. Waterflood
management is critical for the long term success of Ninion and as such, water injecfion capacity was increased,
reaching its highest injection rates since 2004. At Lyell, two subsea producing wells were drilled and brought
on-streamn through our newly installed production manifold. Although initial production results have been
lower than originally forecast, significant initial volumes of crude oil in place has been established.

In the central North Seo, Banff provides a highly successful reservoir management strategy which delivered
20% above expectation, along with a well executed gas lift project at Kyle and excellent facility uptimes,
combining to deliver the highest daily production volumes since 2004,

For 2008, four net crude ail wells are expecied to be drilled in the North Sea. Improving operating efficiencies
will cantinue 1o be a key focus as we halance investiment with value both in the shert term and our vision for
the long term. Locking to longer term viability, we plan to execute four turnarounds in the year as part of our
long term faciliies maintenance program.

"
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1 “We are leveraging

our operational
expertise in the
North Sea into
our Offshore
Wesi Africa
opporiunilies.”

Terry J. Jocksch

VICE-PRESIDENT,
INTERWNATIONAL AND
MANAGING DIRECTOR

CNR INTERNATIONAL
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Offshore West Africa

Canadian Natural has three producing properties in Offshore West Africa, East Espoir, West Espoir and
Baobab, all located in offshore Cote d'Ivoire. Canadian Natural also has the Olowi development project in
offshore Gabon, where key contracts have been awarded and censtruction hos begun. Quiside of our low
risk, exploitation plays, we also have an exciting exploration prospect in offshore South Africa that is in its early
stages of evaluafion.

In Cote d'lvaire in 2007, 4.1 net crude oil wells and 0.6 injection wells were drilled. Drilling confinued at West
Espair on time and on budget with five producer and two injector wells successfully completed. At Baobab, we
have re-engineered our topside sand contrel to ensure the long term integrity of the facilities and developed a
solution 1o the down hole sand control issues we had during 2006, We have secured a deepwater rig, which
we expect to mobilize during mid-2008, enabling work to begin on the restoration of the shut-in production.

At Olowi, offshore Gabion, platform construction is under way as is the FPSO conversion. Consiruction is under
way and firs! ail is targeted for late 2008, increasing to a plateau rafe of 20,000 bbl/d net to Canadian Natural
in 2009,

In 2008, Canadian Natural will upgrade the Espoir FPSO, adding additional gas compression, another
production separator and processing upgrades. These upgrades are scheduled for completion at the end of
2009 and will increase the fluid capacity of the facility to 70,000 bbl/d, an increase of 20,000 bbl/d. At Baobab,
work will begin fo restore production currently shutin, with at least three of the five shut-in wells coming bock
on line during 2008 and 2009

International successful crude oil wells drilled International total production
(net wells) {mtoe/d)
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Horizon Oil Sands Project

Canadian Natural holds extensive leases in the Athabasca region, just north of Fort McMurray. These lands
are esfimated to contain approximately 16 billion barrels of original bitumen in place. The Horizon Project
represents a phased development accessing 6 billion barrels of mineable bitumen reserves and contingent
resources. The Horizon Project includes a surface oil sands mining and bitumen extraction plant complimenied
by on-site biturnen upgrading with associated infrastructure to produce SCC. Due fo the massive resource
base, the mine and plant facilities are expected to produce for decades to come without production declines
normally associated with crude oil production.

We are nearing completion of Phase 1 consiruciion with first oil fargeted for the third quarter of 2008. Produciion
for Phase 1 of the project is targeted to be 110,000 bbl/d. Subsequent phases are planned with ultimate
production reaching approximately 500,000 bbl/d by 2017. A 34° AP, low sulphur, sweet synthetic crude is the
final product.

Our technology is based on existing knowledge and equipment. We have used those technologies that are
already in use at existing plants, effectively mitigating fechnology risk for Phase 1. That being said, our plant
has been engineered to maximize benefits from the technotogies. For example, the Horizon Project will have
a very high level of heat sharing and integration between the facilities, reducing both natural gas consumption
and GHG emission levels,

The geological risk associated with the project is very low. On our leases, over 16 strafigraphic wells per
seclion have been drilled to identify overburden levels and determine ore composition and quality. The result is
a well designed mine plan that has been optimized to support bitumen extraction and processing.

This asset has been designed to accommodate future growth. Our footprint allows for easy access to all parts
of the plant and ensures that future production expansions would not impact existing operations.

Phase 1 project progress exited 2007 at 90% complete targetting first oil in the third quarter of 2008.

"The discipline we
have put inlo this
project has allowed
us to remain on
track for first oil in
Q3 20087

Réal J.H. Doucet

SENIOR VICE-PRESIDENT,
OlL SANDS
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The construction effort itself reached 85% complete by year end and the following accomplishmenis were
achieved:

Only one significant contract remains to be awarded for Phase 1 - mechanical work for Sulphur Blocking:
Commenced receipt and site assembly of Mine Operations Equipment [Shovels and Heavy Haul Trucks);
Operations and maintenance service and supply agreements have been awarded;

Delivered an additional 54 oversized loads to site for a total of 1,560 loads, representing approximately 94%
of the total requirement. Remaining deliveries consist primarity of the balance of required Mine Cperations
Equipment (Shovels and Heavy Haul Trucks;

m Mine overburden removal has moved 49.9 million bank cubic meters, which represents approximately
72% of the tolal to be moved, and is 0.6 million bank cubic meters ahead of schedule;

Main Control Room Distributed Contro! Systems equipment powered and tested:
Commissioned 260kV Transmission line and turned over fo operations;
Commissioned Raw Water Pumphouse and turned over to operations;
Completed reformer erection in Hydrogen Plant;

Completed installation and pre-commissioning of CPI Separator Building;
Completed the closure of Dyke 10 (external {ailings pond) in Mining;

Completed erection of Crushing Plants and conveyors in Ore Preparation Areg;
Completed Primary Separation Cells in Extraction; and

Completed construction of Main Laboratory.

Preparing for First Oil

In 2008 we will confinue to work towards the goal of firs! oil in the third quarter. Parallel to completing Phase
1 of the project, we are getting ready for operations. Qur rafe of operations hiring and training has gained
momentum and we are nearing staffing level requirements. We remain focused on timely completion of Phase
1 while gelting reody to operate the new facilities.

Teams responsible for the commissioning and start-up of the facilities have already prepored a schedule
that is directly linked to the construction schedules. This allows us to idenfify early bottlenecks and ensure that
we have adequate contingencies in place during stari-up. Currently we have over 300 operafions people
on staff developing start up procedures, preparing fraining programs, recruiting additional staff, establishing
maintenance programs, and operating several plant sysiems.

With respeci to future expansions, we have determined that the Phases 2/3 execulion strategy will be buili
out in four tranches, or four smaller projecis. Tranche 1 of the Phases 2/3 expansion was completed during
2007. This tranche included a high level of front end loading with the construction of the coker foundation
to accommodate a further coker drum, construction of the piperacks necessary for increased produciion
levels, and the procurement of several long lead vessels that will be arriving on site in early 2008. The first
year of spending of Tranche 2 has been approved by our Board of Directors and will run for a three year
period from 2008 — 2010. Tranches 3 and 4 will be complete by 2013. Production levels are expected to be
232,000 — 250,000 bb!/d by that fime period. The phased approach to future expansions breaks the project
down into manageable pieces, rather than approaching it as a ‘mega-project.’ The development of Phase
1 gives us a distinct capilal advantage for further development, along with the ability to leverage Phase 1
learnings, existing infrastruciure and systems. Additionally, developing Phases 2/3 in tranches allows for
minimal distraction for Phase 1 start up and optimization, and greater capital allocation flexibility as we are
able o respond to commodity price fluctuations leading to a higher degree of cost control.

The Horizon Project asset is substantial and is anticipated to provide significant free cash flow in the future. Our
Defined Plan is predicated upon generating the greatest value for our Shareholders.
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Year-End Reserves
Independent Evaluation

Determination of Reserves

For the year ended December 31, 2007, Canadian Nalural retgined qualified independent reserve evaluators, Sproule Associates Limited
("Sproule”), and Ryder Scolt Company {"Ryder Scott’}, to evaluate 100% of the Company's conventional proved and proved and probable
crude oil and natural gas reserves and prepare Evaluation Reports on the Company's total reserves. Sproule evaluated the Company's North
America assets and Ryder Scott evaluated ifs international assets. Canadian Natural has been granted an exempfion from National Instrument
$1-101 — “Standards of Disclosure for Oil and Gas Activities” ("Ni 51-1017) which prescribes the standords for the preparafion and disclosure of
reserves and related information for companies listed in Canada. This exemption allows the Company to substitute United States Securities
and Exchange Commission {"SEC™) requirements for certain disclosures required under NI 51-101. There are three principal differences between
the two standards. The first is the requirement under NI 51-101 fo disclose both proved and proved and probable reserves, as well as the
related net present value of future net revenues using forecast prices and costs. The second is in the definifion of proved reserves; however,
as discussed in the Canadian Oil and Gas Evalualion Handbook ("COGEH"), the standards ihat NI 51-101 ernploys, the difference in estimated
proved reserves based on constant pricing and costs between the two standards is not material. The third is the requirernent to disclose a gross
reserve reconciliation (before the consideralion of royalties). Canadian Nalural discloses its reserve reconciliafion net of royallies in adherence
to SEC requirements,

The Company has disclosed proved reserves using constant prices and cosfs as mandated by the SEC and has also provided proved and
probable reserves under the same parameters as additional voluntary information.

The SEC requires that oil sands mining reserves be disclosed separately from convenfional oil and gas disclosure. Canadian Natural refained a
qudlified independent reserve evaluator, GU Pefroleum Consultants Lid. ("GLI"), to evaluate Phase 1 to Phase 3 of the Company’s Horizon Project
under SEC industry Guide 7 requirements.

The Reserves Committee of the Company’s Board of Directors has met with and carried out independent due diligence procedures with each of
Sproule, Ryder Scoft and GU as to the Company's reserves.

Corporate Conventional Net Reserves
Crude oil, natural gas and NGLs proved resesves increased by 1% replacing 110% of production. This was accomplished at alkin finding and on-stream
cost of $14.28 per barret of oil equivalent for proved reserves and $18.02 per barre! of oil equivalent for proved and probable reserves.

In the Evaluation Reports, 46% of crude oil and NGLs proved reserves were assigned to the proved undeveloped category, a 1 percentage point
decrease from the 47% recorded in 2006,

In the Evaluation Reports, 22% of natural gas proved reserves were assigned fo the proved undeveloped category reflecting the generally
shorter lead times required for natural gas developments in Canado.

In the Evaluation Reports, total proved and probable reserves decreased by 1%.

North America Conventional Net Reserves
Crude oil and NGLs proved reserves increased by 4% replacing 143% of production. Natural gas proved reserves decreased by 5% replacing
63% of 2007 produclion and reflected the Company’s decision 1o reduce capilal spending on natural gas.

International Conventional Net Reserves
North Sea proved reserves grew by 18 million barrels to 324 million barrels of oil equivalent or 16% of the total proved Company reserves.

In Offshore Wesl Africa proved reserves were unchanged at 139 million barrels. This is largely the result of increases in the year end crude oil
price which, in the Cle d'lvoire evaluation, accelerates project payout and increases the government royalties payable.

Horizon Oil Sands Mining Gross Lease Reserves
The gross lease proved bitumen reserves increased by 110 million barrels to 2,385 million barrels largely as a result of Tranche 2 capital
spending commilments. The gross lease proved and probable bitumen reserves decreased 5 million barrels 1o 3,525 million barrels.

The gross lease proved synthelic crude cil reserves increased by 90 million barrels to 1,956 million barrels. The gross leased proved and
probable synthetic crude oil reserves decreased 4 million barrels to 2,%58 million barrels.

* Conventional crude oil, NGL and naiural gos includes all of the Cempony's light and medium, heavy and, thermal crude ail, natural gas, coal bed methane and natural gos liquid
activifies. It does not include the Company's ail sands mining assets.
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RESERVES OF CONVENTIONAL CRUDE OIL AND NATURAL GAS, NET OF ROYALTIES ™
December 31, 2007
; Proved Proved Proved Proved and
| Developed™ Undeveloped™ Total® Probable®
Crude oil and NGLs immobl !
North America ‘ 426 494 920 1,545
North Sea ! 240 70 e 405
Offshore West Africa ! 70 58 128 186
: 736 622 1,358 2,136
Natural gas ibch ' ‘
North America : 2,731 790 3,52 4,602
North Sea | 58 23 8 n
Offshore West Africa : 53 n 64 88
[ 2,842 824 3,666 4,803
Total reserves immboel ! 1,210 759 1,969 2,937
Reserve replacement ratio %) : 0% 87%
Cost to develop™ sboel ‘ ,
10% discount ©8 1.25 $ 6.73 $ 3.36 $ 3.20
15% discount 1 $ 109 § 643  $ 315§ 2.99
Present value of convertional reserves® is mitions)
10% discount $ 25,767 $ 8,810 $ 34,577 $ 44,286
15% discount $ 21,924 $ 6,082 $ 28,006 $ 34,604
Decemnber 31, 2006
Proved Proved Proved Proved and
Developed?  Undeveloped® Total® Probable®
Crude oil and NGLS tmmbblt
North America 420 467 887 1,502
North Seq 214 85 299 422
Offshore West Africa 63 67 130 195
697 619 1,316 2,19
Natural gas lbch
North America 2,934 77\ 3,705 4,857
North Seq 17 20 37 93
Offshore West Africa 12 44 56 99
2,963 835 3,798 5,049
Total reserves immboe) 1,191 758 1,949 2,961
Reserve replacement ratio® () 295% 472%
Cost fo develop™ is/boe)
10% discount $ 133 $ 6.46 % 3.32 $ 3.08
15% discount $ 112 3 5.80 % 2.94 $ 2.66
Present value of conventional reserves® i millionst
10% discount % 20,028 $ 7.469 % 27,497 % 37,291
15% discount $ 17,296 $ 5,247 $ 22,543 ;) 29,350

OIL SANDS MINING RESERVES M

The following table sets out Canadian Natural's reserves of bitumen and synthetic crude oil from the Horizon Project Oil Sands leases.

As of December 31, 2007 As of Decemnber 31, 2006
i Proved Proved and Proved Proved and
Total Probable | Tota) Probable
Gross lease reserves, before royatties immbbi :
Bilumen | 2,385 3,525 ‘ 2,275 3,530
Synthetic crude oil” ! 1,956 2,958 1,866 2,962
Net reserves, after royalties immobl ! \
Biturnen ! 1,995 2,969 | 1.853 2,872
Synthetic crude oil? 1,761 2,680 | 1,596 2,542
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CONVENTIONAL CRUDE OIL AND NGLS RESERVES RECONCILIATION, NET OF ROYALTIES ©

North North Oftshore

America Sea West Africa Total
Proved reserves immbbl)
Reserves, December 31, 2005 694 290 134 1,118
Extensions and discoveries 53 3 - 56
nfill drifling 190 14 - 204
Improved recovery - 12 - 12
Property purchoses 26 - ~ 26
Property disposals - - - -
Production (75 {221 N3 10}
Revisions of prior estimates U] 2 9 10
Reserves, December 31, 2006 887 299 130 1,316
Extensions and discoveries 30 - - 30
Infill drilling 10 é - 16
Improved recovery 3 - - 3
Property purchases 1 - - 1
Propenty disposals - 3 - 3
Production 7N {20) {10) {107}
Revisions of prior estimates 46 23 8 102
Reserves, December 31, 2007 920 an 128 1,358 |
Proved and probable reserves immbbll
Reserves, December 31, 2005 1,035 417 206 1,658
Exiensions and discoveries 128 3 - 131
Infill driIling 384 17 - 401
Improved recovery - 12 - 12
Property purchases 34 - - 34
Property disposals - - - -
Production {75) 22 N3t 1m0
Revisions of prior estimates {4) {51 2 (7l
Reserves, December 31, 2006 1,502 422 195 219
Extensions and discoveries )] - - 41
Infill drilling 52 6 - 58
improved recovery 4 - - 4 1'
Property purchases 2 & - 8
Property disposals - 3 - 3
Production 77 {20) 10) aon
Revisions of prior estimates 21 (6) 1 16
Reserves, December 31, 2007 1,545 405 186 2,35 |
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CONVENTIONAL NATURAL GAS RESERVES RECONCILIATION, NET OF ROYALTIES
North North Offshore
America Seo West Africa Total
Proved reserves i)
Reserves, December 31, 2005 2,741 29 72 2,842
Extensions and discoveries 250 - - 250
Infill drilling 7 - - 7
Improved recovery 3 - - 3
Property purchases 1.m - - im
Property disposals m - - m
Production (433} {5) 13) 1441)
Revisions of prior estimates 1371 13 N3 137)
Reserves, December 31, 2006 3,705 37 56 3,768
Extensions and discoveries 134 - - 134
Infill drilling 124 3 - 127
Improved recovery 8 - - 8
Property purchases 12 - - 2
Property disposals - - - -
Production (503) (5) (L] 512}
Revisions of prior estimates 4] 46 12 99
Reserves, December 31, 2007 3,521 81 64 3,666
Proved and probable reservas i
Reserves, Decerber 31, 2005 3.548 69 110 3.727
Extensions and discoveries 307 - - 307
Infill dritling 95 - - 95
Improved recovery 4 - - 4
Property purchgses 1,466 - - 1,466
Property disposals M - - 1)}
Production [433) (5] 13t (441}
Revisions of prior estimates [129) 29 8] 108}
Reserves, December 31, 2006 4857 93 99 5,049
Extensions and discoveries | 177 - - 77
Infilt drilling [ 163 3 - 166
Improved recovery ’ 8 - - 8
Property purchases | 17 1 - 18
Property disposals m - - m
Production {(503) {5) (4) (512)
Revisions of prior estimates [ me) 2 N 102)
Reserves, December 31, 2007 ! 4,602 n3 88 4,803
CONVENTIONAL FINDING AND ON-STREAM COSTS
Three Year
2007 2006 2005 Total
Net reserve replacement expenditures (s milians) b 3,027 $ 8.727 $ 3.361 $ 15,15
Net reserve additions immboe) '
Proved 272 540 251 1,003
Proved and probable 168 865 337 1,370
Finding and on-stream costs (s/boe) ¥
Proved S 14.28 $ 16.16 $ 13.41 3 15.07
Proved and probable $ 18.02 $ 10.09 $ 9.97 $ 1.03
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RESERVES CLASSIFICATION BY PRODUCT, NET OF ROYALTIES

December 31, 2007
Proved Proved Proved Proved and
. Developed® Undeveloped? Total? Probable™
Light crude oil and NGLs ‘
North America t 6% % T%h 6%
North Sea f 12% 3% 15% 14%
Offshore West Africa ; 4% % % 6%
Total ! 22% 7% 29% 26% |
Heavy crude oil and NGLs l
North America — Primary Heavy ! 4% % 5% 5%
North America - Pelican ioke ' 4% 4% 8% 7%
North America - Thermal ' 7% 20% 27% as%
Total . 15% 25% 40% 47% |
Total crude oil and NGLs | j
North Armerica . % 26% 47% 53%
North Sea : 12% % 15% Wi
Offshore West Africa 4% % 7% 6%
Total . 37% 32% 69% 73% |
Natural gas
North America 23% 7% 30% 26% |
North Sea ; 1% 0% 1% 1% ‘
Offshore West Africa ! 0% 0% 0% 0% |
Total ' 24% 7% 3% 27% |
Total Boe , 61% 39% 100% 100% |
W Reserve estimales ond present volue calcuiotions ofe bosed upon yeor-end constant reference price ossumptions os detoited below os well os constont yeor-end costs.
Company Wi @ Hardisty Norih
Average Cushing Heavy Sea
Price Oklahoma 12° AP Brent
Crude ofl and NGLs 1CS/bbl) {Uss/obh 1C3/bbl {USs/bbl
2007 $ 62.87 $ $6.00 $ .70 $ 96.02
2006 $ 51N [ 61.05 3 41,94 $ 58,93
2005 5 46.12 $ 61.04 $ 32.64 ) 5821
Company British Columbio
Average Henry Hub Alberta Huntfingdon
Price Louisiana AECOC sumas
Natural gas 1CS/mefi [us$/mmbtul 1S/ manbtu) {CH/mmbitu)
2007 $ 6.48 $ 6.80 3 6.52 3 6.96
2006 3 6.07 $ 5.52 $ 613 5 6.52
2005 ] 9.45 $ 10.08 $ .99 $ 9.53

A foreign exchange rate of US$1.01/C$1.00 wos used in the 2007 evaluation; US$0.86/C$1.00 was used in the 2006 and 2005 evaluation.

12} Proved reserve estimates and values were evaluated in accordance with the SEC requirements. The stated reserves have a reasonable certainty of being economicatly recoverable
using year-end prices and costs held constant throughout the productive life of the properties.

[3) Proved and probable reserve estimates ond values were evoluated in accordance with the standards of the COGEH and as mcndmed by NI 51-101. The stated reserves
have a 50% probability of equaling or exceeding the indicated quontiies and were evaluated using year-end costs and prices held constant throughout the productive life of
the properties.

{4) Reserve replacernent ratios were calculaled using annual net reserve additions comprised of oll chonge categories divided by the net praduction for thot year.

15) Cost to develop represents total discounted future capital for each reserves category excluding abandonment capital divided by the reserves assodiated with thot category.

{6} Present value of reserves are based upon discounted cash flows associated with prices and operoting expenses held constant into the future, before income laxes. Fulure
development costs and associated material well abandenment costs have been applied against future net revenues.

{7} Synthetic crude oil reserves are based on upgrading of the bitumen reserves using fechnologies implemented at the Horizon Project. The reserve values shown for bitumen and
synthetic crude oil are not addilive.

|18} Reserves additions are comprised of all categories of reserves changes, exclusive of preduction.

19} Reserves finding and on-streom cosis are determined by dividing total capital cash expenditures for each year by nel reserves additions for that year. f excludes costs associated
with head office, abandonments, midstream and the Horizan Project.
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Management’s Discussion

and Analysis

SPECIAL NOTE REGARDING

FORWARD-LOOKING STATEMENTS

Cerfain statements in this document or documents incorporated
herein by reference constitute forward-looking statements or
information (collectively referred 1o herein as “forward-looking
statements”) within the meaning of applicable securities legislafion.
Forward-looking statements can be identified by the words "believe”,
“anficipate”, “expect”, "plan”, “estimate”, “target”, “continue”, "could",
“infend”, “may”, “potential®, "predict”, “should”, "will*, “obijective”,
“project”, *forecast”, "goal”, “guidence”, “outlook”, “effort”, “seeks”,
“schedule” or expressions of a similar nature suggesting future
outcome or statements regarding an outlook. Disclosure related to
expected future commadity pricing, production velumes, royalfies,
operating costs, capital expenditures and other 2008 guidance
provided throughout this Management's Discussion and Analysis
{"MD&xA", including the information provided in the “Oullook”
seclion, consfitutes forward-looking statements. In  addifion,
statemnents relating to “reserves” are deemed to be forward-locking
statements as they involve the implied assessment based on certain
estimates and assumptions that the reserves described can be
profitably produced in the future. There are numerous uncertainties
inherent in esfimoting quantities of proved ¢rude oil and natural
gas reserves and in projecting future rates of production and the
timing of development expenditures. The total amount or timing
of actual future production may vary significantly from reserve and
production estimates.

These statements are not guarantees of fulure performance and
are subject to certain risks and the reader should not place undue
refliance on these forward-looking statements as there can be no
assurance that the plans, initiatives or expectations upon which they
are based will occur.

The forward-looking statements are based on current expectations,
estimates and projections about Canadian Natural Resources Limited
{the “Company’} and the industry in which the Company operates,
which speak only as of the date such statements were made or as
of the date of the report or document in which they are contfained,
and are subjed to known and unknown risks, uncertainties and
other factors that could cause the actual results, performance or
achievements of the Company to be materially different from any
future results, performance or achievements expressed or implied
by such forward-locking statemenis. Such factors include, among
others: general economic and business condifions which will, among
other things, impact demand for and market prices of the Company's
products; volatility of and assumptions regarding crude oil and natural
gas prices; fluctuations in currency and interest rates; assumptions on
which the Company's current guidance is based; economic condifions
in the countries and regions in which the Company conducts
business; polifical uncertainty, including actions of or against terrorists,
insurgent groups or other conflict including conflict between states;
industry capacity; ability of the Company fo implement its business
strategy, including explorafion and development activities; impact
of competition; the Company's defense of lawsuits; availability and

cost of seismic, drilling and other equiprnent; ability of the Company
and its subsidiaries to complete its capital programs; the Company’s
and its subsidiaries” ability o secure adequate transportation for is
products; unexpected difficulties in mining, extracting or upgrading
the Companys bitumen producls; potential deloys or changes
in plons with respect to exploration or development projects or
capital expenditures; ability of the Company to attract the necessary
labour required to build its thermal and oil sands mining projects;
operating hazards and other difficulfies inherent in the exploration
for and production and sale of crude oil and natural gas; availability
and cost of financing; the Company’s and its subsidiaries’ success
of exploration and development activiies and their ability to replace
and expand crude oil and natural gas reserves; liming and success
of infegrating the business and operations of acquired companies;
production levels; imprecision of reserve estimales and eslimates of
recoverable quantiies of crude oil, bitumen, natural gas and liquids
nol currently classified as proved:; aclions by governmental authorities;
government regulations and the expenditures reguired to comply
with them (especially safety and environmental laws and regulations
and the impact of climate change initiatives on capital and operating
costs); asset refirement obligations; the adequacy of the Company’s
provision for taxes; and other circumstances affecting revenues and
expenses. The Company's aperations have been, and at times in the
future may be, affected by political developments and by federal,
provincial and local laws and regulations such as restrictions on
production, changes in taxes, royalties and other amounts payable
to governmenis or governmental agencies, price or gathering rate
controls and envirenmenta! profection regulations. Should one or
more of these risks or uncertainties materialize, or should any of the
Company's assumptions prove incorrect, actual results may vary
in material respects from those projected in the torward-looking
statements. The impact of any one factor on a particular
forward-looking statement is not determinable with certainty as such
factors are interdependent upon other factors, and the Company's
course of action would depend upon its assessment of the future
considering all information then available. For additionat information
refer to the “Risks and Uncertainties” section of this MD&A.

Readers are cautioned that the foregoing list of important factors is not
exhaustive. Unpredictable or unknown factors not discussed in this
report could also have material adverse effects on forward-looking
statements. Although the Company believes that the expectafions
conveyed by the forward-looking statements are reasonable based
on information available to it on the date such forward-looking
stalements are made, no assurances can be given as to future results,
levels of activity and achievements. Ali subsequent forward-looking
staternenits, whether written or oral, attributable to the Company or
persons acting on its behalf are expressly qualified in their enfirety by
these cautionary statements. Except as required by law, the Company
assumes no obligation to update forward-looking statements should
circumstances or Management's estimates or opinions change.
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SPECIAL NOTE REGARDING NON-GAAP

FINANCIAL MEASURES

Management's Discussion and Analysis includes references to
financial measures commonty used in the crude oil and natural gas
industry, such as cash flow from operations, adjusted net earnings
from operations and net asset value. These financial measures are
not defined by Canadian generally accepted accounting principles
["GAAP™} and therefore are referred fo as non-GAAP measures.
The non-GAAP measures used by the Company may not be
comparable to similar measures presented by other companies.
The Company uses these non-GAAP meosures to evaluate its
performance. The non-GAAP measures should not be considered an
alfernative fo or more meaningful than net earnings, as determined
in accordance with Canadian GAAP, as an indication of the
Company's performance.

MANAGEMENT’S DISCUSSION AND ANALYSIS
Management's Discussion and Analysis of the financial condition
and results of operations of the Company should be read in
conjunction with the Companys audited consolidated financial
statements and related notes for the year ended December 31, 2007.
The consolidated financial statements have been prepared in
accordance with Canadian GAAP. A reconciliation of Canadian GAAP
to United States GAAP is included in nofe 17 to the consolidated
financial staterments. All dolflar amounts are referenced in Canadian
dollars, except where otherwise noted. The calculation of barrels of
oil equivalent (*boe™) is based on a conversion ratio of six thousand
cubic feet 'mcf) of natural gas to one barrel {"bbl of crude oil 1o
estimate relative energy content. This conversion may be misleading,
particularly when used in isolafion, since the 6 mcf:1 bbl ratio is based
on an energy equivalency at the burner tip and does not represent
the value equivalency at the welthead. Production volumes are the
Company’s interest before royaliies, and realized prices exclude the
eftect of risk managernent activities and fransportation and blending
costs, excepl where otherwise nated. The folfowing discussion and
analysis refers primarily to the Company's 2007 financial results
compared to 2006 and 2005, unless otherwise indicated. In addition,
this MD&A defails the Company's capital program and outlook
for 2008.

Additional informatlion relating to the Company, including its quarterly
MD&A for the year and three months ended December 31, 2007 and
its Annual Infarmation Form for the year ended December 31, 2007, is
available on SEDAR at www.sedar.com.

This MD&A is dated February 26, 2008.

ABBREVIATIONS

ACC Anadarko Canada Corperation

AECO Alberia notural gas reference location

AP Specific gravity measured in degrees on the
American Petroleum Instilute scale

ARO Asset refirement obligations

bbl barrels

bbl/d barrels per day

boe barrels of il equivalent

boe/d barrels of oil equivalent per day

Brent Dated Brent

cs Canadian dollars

CiICA Canadian Institute of Chartered Accountants

co, Carbon dioxide

COe Carbon dioxide equivalents

FPSO Floating Production, Storage and Offiake Vessel

GAAP Generally accepted accounting principles

GHG Greenhouse gas

GJ gigajoule

Heavy Differential _Heavy crude oil differential from WTI

Horizon Project Horizon Qil Sands Project

us Lloyd Blend

mcf thousand cubic feet

mmbtu million British thermal units

mmci/d million cubic feet per day

NGLs Natural gas liquids

NYMEX New York Mercantile Exchange

NYSE New York Stock Exchange

sCo Synthetic light crude oil

SEC United States Securities and Exchange
Commission

T8X Toronto Stock Exchange

UK United Kingdom

us United States

Us$ United States dollars

WTI West Texas Intermediate

OBJECTIVE AND STRATEGY

The Companys objectives are fo increase crude oil and natural
gas production, reserves, cash flow and net asset value " on a per
common share basis through the development of its existing crude
oil and natural gas properties and through the discovery and/or
acquisition of new reserves, The Company strives to meet the
objectives by having a defined growth and value enhancement
plan for each of its products and segments. The Company takes a
balanced approach to growth and investments and focuses on
creating long-term shareholder value, The Company allocates its
copital by maintaining:

m Balance ameng its products, namely natural gas, light/medium
crude oil, Pefican Lake crude oil #, primary heavy crude oil and
thermal heavy crude oil;

= Balance among near-, mid- and long-term projects;
a Balance among acquisitions, exploitation and exploration; and

a Balonce between sources and terms of debt financing and
maintenance of a strong balance sheet.
1} Discounted value of conventional <rude oil and natural gas reserves plus value of
undeveloped land, tess net debt.
(2] Pelican Lake crude of is 14-17° API oll, which receives medium quality crude
netbacks due to lower production costs and lower royalty rates.

The Company’s three-phase crude oif marketing strategy includes:

a Blending various crude cil streams with diluents to create more
affractive feedstock;

Supporting and participating in pipeline expansions and/or new
additions; and

a Supporting and participating in projects that will increase the
downstream conversion capacity for heavy crude oil,

Operational discipline and cost confrol are central o the Company. By
consistently controlling costs throughout all cycles of the industry, the
Company believes that it will achieve continued growth. Cost control
is attained by develaping area knowledge, by doeminating core areas
and by maintaining high working interests and operator status in
its properlies.
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The Company is committed to maintaining its strong financial position. The Company believes that it has buill the necessary financial capacity
to complete the Horizon Project while at the same time not compromising the delivery of its conventional crude oil and natural gas growth
opportunities. Additionally, the Company’s risk management hedge program reduces the risk of volatility in commodity price markets and
supports the Company's cash flow for its capital expenditures program throughout the Horizon Project consirudiion period.

Strategic accretive acquisitions like the acquisition of ACC in 2006 are a key compenent of the Company’s strategy. The Company has used
a combination of internally generated cash flows and debt financing to selectively acquire properties generating future cash flows in its core
regions.

Highlights for the year ended December 31, 2007 are as follows:

w Achieved record levels of net eamings, adjusted net earnings from operations and cash flow;
w Achieved record natural gas production;

s Achieved annual production guidance for crude oil and NGLs and natural gas;

m Completed 90% of Phase 1 work progress of the Horizon Project; and

m Increased dividends per common share.

NET EARNINGS AND CASH FLOW FROM OPERATIONS
FINANCIAL HIGHLIGHTS

{$ millions, except per common share amounts) 2007 2006 2005
Revenue, before royalties $ 12,543 1 % 11,643 $ 11130
Net earnings 1 $ 2,608 $ 2,524 % 1,050
Per common share - bhasic ) $ 484 5 470 $ 1.96

— diluted ! $ 4.84 $ 470 $ 1.95

Adjusted net earnings from operations * $ 2,406 $ 1,664 $ 2,034
Per common share - basic 5 4.46 $ 310 $ 3.79

— diluted $ 4.46 % 310 $ 378

Cash flow from operations | $ 6198 , § 4,932 $ 5,021
Per common share - basic [ s na9 | s R 9.36

— diluted s may s 918 5 9.33

Dividends declared per common share .S 034 3 03¢ 5 0236
Total assets ; $ ELALL R 33,160 3 21,852
Total long-term liabilities ' $ w230 % 19.399 $ 9.790
Capital expenditures, net of dispositions $ 6,425 3 12,025 3 4,932

11l Adjusted net earnings from operofions is o non-GAAP measwre that represents net earnings adjusted for certain items of a non-operational nature, The Company evaluates its
performance based on adjusted net earnings from operations. The reconciliation “Adjusted Nes Eamnings from Cperations” below lists the after-tax effects of certain iterns of a
non-operational nature thal are included in the Company's financial resulls. Adjusted net earnings from operations mey not be comparcble to similar measures presented by
cther companies.

{2) Cash flow from operafions is a non-GAAP measure that represents net earnings adjusted for non-cash items before werking capital adjustments. The Company evaluates its
performance based on cosh flow from operations. The Company considers cash flow from operations a key measure as it demonstrates the Company's ability 1o generate the
cash flow necessary to fund future growih through capital investiment and fo repay debt. The reconciliation “Cosh Flow from Operations” below fists the effects of certain non-cash
iterns that are included in the Company’s financial results. Cash flow from operations may not be comparable to simitar measures presented by other companies.

ADJUSTED NET EARNINGS FROM OPERATIONS

s millians) 2007 2006 2005
Net eornings as reported . $ 2,608 ‘. $ 2,524 $ 1,050
Stock-based compensation expense, net of tax '@ . 34 95 481
Unrealized risk manoagement loss (gain), nel of tax ® \ 977 | [674) 607
Unrealized foreign exchange Igain| loss, net of tax ! (449} 114 (85
Eftect of statutory tax rate and other legistative changes on future income tox liabilities ) (864) {395) {19]
Adjusted net earnings from operations $ 2406 % 1,664 5 2,034

[al The Company's employee stock option plan provides for a cash payment option. Accordingly, the intrinsic value of the outstanding vesied options is recorded as a ligbility
on the Company’s balonce sheet and periodic ¢hanges in the intrinsic volue are recognized in net earnings or are capitalized as part of the Horizon Project during the
construction period.

[b] Derivative financial instruments are recorded at fair value on the balance sheet, with changes in fair value of non-designated hedges flowing through net earnings. The amounts
ullimately reclized may be materially different than reflected in the financial statements due to changes in prices of the underlying items hedged, primarily crude oil and
natural gos,

{e) Unrealized foreign exchaonge goins and losses result primnarily from the translation of US dollor denominated long-term debt to period-end exchange rates, offset by the impact of
crass currency swaps, and are immediately recognized in nef earnings.

{dl All substantively enacted adjusiments in applicable income tax rates and other legislative changes are applied 1o underlying ossets and liabilities on the Company's consolidated
balance sheet in determining fulure income tax assets and liabilities. The impact of these tax rate changes is recorded in net earnings during the period the legisiation is
substantively enacled. Income tax rate and other legislative changes during 2007 resulted in a reduction of future income tox liabilifies of approximately $864 million in
North America. Income lax rate changes during 2006 resulted in an increase of fulure income tax liabilities of approximately $110 million in the North Seq, a reduction of
approximately $438 million in North America, and a reduction of approximately $67 million in Offshore West Africa. Income tax rate changes during 2005 resulted in a reduction
of future income tax liabilities of approximately $19 million in North America,
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CASH FLOW FROM OPERATIONS

(% milions) 2007 2006 2005

Net earnings I 0§ 2608 S 2524 § 1,050

Non-cash items: F K

__Depletion, deprecigtion and amortization 2,863 | 2,391 2,013
Asset refirement obligation accrefion | 70 68 69
Stock-based compensation expense ’ 193 139 723
Unredlized risk management loss (gain} 1,400 (1,013 925
Unrealized foreign exchonge igainl loss {524) 134 (103}
Deferred petroleum revenue lax expense [recovery) 44 37 {9}
Future income tax irecoveryl expense (456} 652 353

Cash flow from operations | s 6,198 $ 4,932 $ 5,021

For 2007, the Company reported net earnings of $2,608 miliion compared to net earnings of $2,524 million for 2006 (2005 - $1,050 million}.
Net eamings for the year ended December 31, 2007 included nel unrealized after-tax income of $202 million related to the effects of risk
management activities, fluciuations in foreign exchange rates, stock-based compensation expense and the impact of statutory tax rate and
other legislative changes on future income lax liabilities (2006 — net unredlized after-tax income of $860 million; 2005 — net unrealized after-tax
expenses of $984 million. Excluding these items, adjusted net earnings from operations for the year ended December 31, 2007 increased fo
$2,406 million from $1,664 million for 2006 (2005 - $2,034 million) primarily due to higher redlized pricing, lower realized risk management
Josses, higher North America crude oil and NGLs and natural gas sales volumes, and lower income tax expense. These factors were partially
offset by higher production expense, higher depletion, depreciation and amortization expense, higher inferesi expense, and the impact of the
stronger Canadian dollar relative to the US dollar.

The Company expects that consolidated net earnings will continue to reflect significant volatility due to the impact of risk management aclivifies,
stock-based compensation expense and fluctuations in foreign exchange rates.

The Compary's commodity hedging program reduces the risk of volatility in commodity price markets and supports the Company’s cash flow
for its capital expenditures throughout the Horizon Project construction period. This program allows for the hedging of up o 75% of the near
12 months budgeted producfion, up to 50% of the following 13 to 24 months estimated production and up to 25% of production expected in
monihs 25 to 48. For the purpose of this program, the purchase of crude oil put options is in addifion o the above parameters. In accordance
with the policy, approximately 65% of budgeted crude oil volumes are hedged for 2608 and approximately 53% of budgeted natural gas
volumes are hedged for the first quarter of 2008, Subsequent to December 31, 2007, the Company hedged 25,000 bbl/d of crude oil volumes
for 2009 using WTl collars with a L5$70.00 floor.

The Company's cutstanding commodity related financial derivatives as at December 31, 2007 are detailed in fhe "Liquidity and Capital Resources” section
of this MD&A.

As disclosed in note 2 to the Company’s consolidated financial statements, commencing January 1, 2007 ail derivative financial instruments are
recognized at fair value on the consolidated balance sheet at each reporting date. As effective as the Company’s hedges are against reference
commodity prices, a substantial portion of the derivalive financial instruments entered into by the Company have not been formally designated
as hedges for accounting purposes or do not meet the requirements for hedge accounting under GAAP due to currency, product quality and
location differentials (the "non-designated hedges®). The change in the fair value of the non-designated hedges is based on prevailing forward
commaodity prices in effect at the end of each reporting period and is reflected in risk management activities in consofidated net earnings. The
cash settlement amount of the risk management derivative financial instruments may vary materially depending upon the underlying crude
oil and natural gas prices at the time of final setftement of the derivative financial instruments, as compared to their mark-to-market value at
December 31, 2007.

Due to the changes in crude oil and natural gas forward pricing and the reversal of prior-year unrealized gains and losses, the Company
recorded a net unredlized Ioss of $1,400 million ($977 million after-tax] on its commodity risk management aclivities for the year ended
December 31, 2007 (2006 — $1,013 million unredlized gain, $674 million after-tax; 2005 - $925 million unrealized loss, $607 million after-tax),
Mark-to-markel unreglized gains and losses do not impact the Company's current cash flow or its ability to finance ongoing capital programs.
The Company confinues to believe that is risk management program meets its objective of securing funding for its capital projects and does
not intend to alter its current strategy of obtaining price certainty for its crude oil and natural gas sales. For further details, refer o the "Risk
Management Activities” section of this MD&A.

The Cornpany also recorded a $193 million (5134 million after-dax) stock-based compensafion expense as a result of the 17% increase
in the Company's share price for the year ended December 31, 2007 [Company’s share price as af: December 31, 2007 - $72.58;
December 31, 2006 — $62.15; December 31, 2005 — $57.63; December 31, 2004 - $25.63). As required by GAAP, the Company records a liability
for potential cash payments to sefile its outstanding employee stock options each reporting period based on the difference between the exercise
price of the sfock options and the market price of the Company’s common shares, pursuant to a graded vesting schedule. The liability is revalued
ot each reporting dale to reflect the changes in the market price of the Company's common shares and the options exercised or surrendered
in the year, with the net change recognized in nel earnings, or capitalized as part of the Horizon Project during the construction period. The
stock-based compensation liability at December 31, 2007 reflected the Company’s potential cash liability should all the vested options be
surrendered for a cash payout at the markel price on December 31, 2007. In years when substantial share price changes occur, the Company’s
net earnings are subjec! to significant volatility. The Company utilizes its stock-based compensation plan to attract and refain employees in a
competitive environment. All employees participate in this plan.
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Cash flow from operations for the year ended December 31, 2007 increased to $6,198 million ($11.49 per commaon share) from $4,932 million
{$9.18 per common share) for 2006 {2005 - $5,021 million; $9.36 per common share). The increase was primarily due fo higher North America
crude oil and NGLs and natural gas sales volumes, higher realized pricing, and lower realized risk management losses. These factors were
partially offset by higher production expense, higher interest costs, higher current taxes, and the impact of the strengthening of the Canadian
dollar relative to the US dollar.

For 2007, the Company’s average sales price per bbl of crude oil and NGLs increased to $55.45 per bbl from $53.65 per bbl in 2006
(2005 — $46.86 per bbl). The Company's average natural gas price increased to $6.85 per mcf from $6.72 per mct for 2006 [2005 - $8.57 per mcf).
Total produdtion of crude oil and NGLs before royalties decreased marginally to 331,232 bbl/d from 331,998 bbl/d for 2006 (2005 - 313,168 bbl/d].
The decrease in crude oil and NGLs production primarily reflected lower production in the North Sea due fo the timing of planned maintenance
activities and lower production from the Baobab Field in Offshore West Africa, offset by increased production in North America including
increased production from the Company’s Primrose thermal projects, the results from the Pelican Lake waterflood project, and the acquisition
of ACC in 2006.

Tolal natural gas production before royalties increased 1o 1,668 mmct/d from 1,492 mmci/d for 2006 {2005 - 1,439 mmcf/d). The increase in
natural gas production primarily reflected additional natural gas production from the ACC acquisition. The increase was pariially offset by the
production declines in 2007 due to the Company's strategic reduction in natural gas drilling activity.

Total crude oil and NGLs and natural gas production volumes before royalties increased to 609,206 beoe/d from 580,724 boe/d for 2006
(2005 - 552,960 boe/d).

OPERATING HIGHLIGHTS

2007 2006 2005
Crude oil and NGLSs s/bbr P
Sales price @ $ 55.45 $ 53.65 b 46.86
Royalties 5.94 4.48 3.97
Production expense ) 13.34 | 12.29 n.y7
Netback | 5 3607 % 36.88 3 31.72
Nertural gas (s/mch " i
Sales price ™ S 6.85 b] 6.72 $ 8.57
Royalties m 1.29 1.75
Production expense 0N i 0.82 0.73
Netback ) 483 | 3 461 S 6.09
Barrels of oil equivalent /ooe " |
Sales price ™ $ 49.05 J $ 47.92 $ 48.77
Rovalties 6.26 | 5.89 6.82
Production expense 9.75 | 9.14 8.2
Netback [ 8§ 3304, 3289 % 33.74

1) Amounts expressed on o per unit basis are based on sales volumes.
12} Net of fransportation and blending costs and excluding risk management activities,

SUMMARY OF QUARTERLY RESULTS

The following is a summary of the Company’s quarterly results for the eight most recently completed quarters:

{$ millions, excep! per common share amounts)

2007 Total Dec 31 Sep 30 Jun 30 Mar 31
Revenue, before royalties ‘ $ 12,543 $ 3,200 5 3,073 S 3,152 5 3ne *‘
Net earnings ;8 2,608 $ 798 $ 700 S 84 S 269
Net earnings per common share L J‘

— basic and diluted s 484 § 148§ 130§ 156 $ 0.50 |
2006 Total Dec 31 Sep 30 Jun 30 Mar 31
Revenue, before royalties $ 11,643 $ 2,826 $ 3,08 $ 3,041 $ 2,668
Net ecrnings $ 2,524 $ 313 $ 1116 $ 1,038 3 57
Net earnings per common share

— basic and diluted $ 4.70 $ 0.58 $ 2.08 $ 1.93 $ 0.1

The Company’s quarterly consolidated revenues increased 20% to $3,200 million for the fourth quarter of 2007 from $2,668 million for the first
quarter of 2006. Net earnings fluctuated from $57 million for the first quarter of 2006 to $798 million for the fourth quarter of 2007, Net earnings
over the eight most recently compteled quarters generally reflected fluctuations in realized crude oil and natural gas prices, fluctuations in sales
volumes, the impact of mark-to-market accounting of financial instruments, higher depletion, depreciaticn and amortization charges, ond
adjustments to future income fax liabilities due o statutory tax rate and other legislative changes. More specifically, volatility in quarterly net
earnings was primarily due to:

m CRUDE OIL PRICING
Crude oil prices reflected demand growth, confinued geopolitical uncertainties and fluctuations in the Heavy Differential in North America.
The Company’s realized crude oil and NGLs price increased fo $58.03 per bbl for the fourth quarter of 2007 from $43.79 per bbl for the first
quarter of 2006. The Heavy Differentiol averaged 38% for the fourth quarter of 2007 compared to 45% for the first quarter of 2006,
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NATURAL GAS PRICING

Natural gas prices primarity reflected fluctuations in demand for natural gas and high invenlory storage levels as a result of seasonality,
milder overall weather experienced during 2007 and 2006, and increased liquefied natural gos imports into the US during the first half of
2007. The Company’s realized natural gas price decreased to $6.28 per mcf for the fourth quanter of 2007 from $8.30 per mcf for the first
quarier of 2006.

CRUDE OIL AND NGLS SALES VOLUMES

Crude oil and NGLs sales volumes primarily reflecied increased production from the Company's Primrose thermal projects, the results
from the Pelican Loke water and polymer flood projecis, development of West and East Espoir, and addilional sales volumes from the ACC
acquisition completed in the fourth quarter of 2006, Total crude oil and NGLs production increased to 337,240 bbl/d for the fourth quarter of
2007 from 323,662 bbl/d for the first quarter of 2006.

NATURAL GAS SALES VOLUMES

Natural gas sales volumes primarlly reflecled addifional natural gas volumes as a result of the ACC acquisition and internally generated
growth. The increases were partially offset by production declines due to the Company's strategic reduction in natural gos drilling activity.
Total natural gas production increased to 1,589 mmcf/d for the fourth quarter of 2007 from 1,436 mmci/d for the first quarter of 2006.

FOREIGN EXCHANGE RATES

A general sirengthening of the Canadian dollar relative 1o the US doltar has decreased the realized price the Company received for is
crude oil and natural gas sales, as sales prices are based predominately on US dollar denominated benchmarks. Similarly, unrealized
foreign exchange gains and losses were recorded with respect to US dollar denominated debt balances and the re-measurement of
North Sea future income tax fiabilities denominated in UK pounds sterling to US dollars, offset by the impact of cross currency swaps.
The WS / Canadian dollar average exchange rate increased to US$1.0193 for the fourth quarter of 2007 from US50.8660 for the first quarter
of 2006. The US dollar / UK pound sterfing average exchange rate increased to US$2.0451 for the fourth quarter of 2007 from US$1.7532
for the first quarter of 2006.

RISK MANAGEMENT
Net earnings have fluctuated due to the recognition of realized and unrealized gains and iosses from the mark-to-market of ihe Company’s
risk management activities.

CHANGES IN INCOME TAX EXPENSE

Income tax expense ond recovery fluctuations include statutory fax rate and other legislative changes enacted or substantively enacted
in the various periods. Income tax rate and other legislative changes reduced future income tax liabilities by $864 million for 2007 and
$395 million for 2006.

STOCK-BASED COMPENSATION

Net earnings have fluctualed due to the recognition of realized and unredlized expenses and recoveries from the mark-to-market of the
Company's stock-based compensation liability. Stock-based compensafion expense reflected fluctuations in the Company's share price
over the eight most recently completed quarters. The Company's share price increased 26% fo $72.58 per share of December 31, 2007 from
$57.63 per share at December 31, 2005.

PRODUCTION EXPENSE
Produdiion expense has fluctuated company wide primarily due to production growth and industry-wide inflationary cost pressures in all
segments.

DEPLETION, DEPRECIATION AND AMORTIZATION

Depletion, depreciation and amertization expense has increased primarily due fo overall increases in finding and development costs
associated with crude il and natural gas exploration, increased estimated future costs to develop the Company’s proved undeveloped
reserves, and a higher depletion base in North America related 1o the ACC acquisition, together with the impact of higher scles volumes.

BUSINESS ENVIRONMENT

[Yearly overage) 2007 2006 2005
WT) benchmark price uss/bbl $ 7240 % 66.25 $ 56.61
Dated Bren! benchmark price wss/bh . s 7259 , § 65.18 $ 54.45
Differential to LB blend wss/bbl ; $ 23.05 $ 21.69 5 20.83
LLB blend differential from WTI i az% 33% 7%
Condensate benchmark price wss/bbil $ 72.88 b 66.24 $ 57.25
NYMEX benchmark price Uss/mmbtu) $ 692 5 7.26 $ 8.56
AECO benchmark price ics/Gl S 626 % 6.62 $ 8.05
US / Canadian dollor average exchange rate $ 09304 5 0.8818 5 0.8253
US / Canadian dollar year end exchange rate $ 1.0120 $ 0.8581 $ 0.8577




Canadian Natural
Poge 45

COMMODITY PRICES

Substantially all of the Company's crude oil and natural gas production is sold based directly or indirectly on US dollar benchmark pricing.
Specifically, crude cil is marketed based on WTI and Brent indices. Canadian natural gas pricing is primarily based on NYMEX and AECO
reference pricing. As pricing is based on US dollar benchmarks, the price the Company ultimately receives in Canadian dollars fluctuates with
changes in the US / Canadian dellar exchange rate. Accordingly, an increase in the value of the Canadian dollar in relation to the US dollar
results in decreased revenue from the sale of the Company's produdlion. Canversely a decrease in the value of the Canadian dollar in relation
to the US dollar results in increased revenue from the sale of the Company's production. The average value of the Canadian dollar strengthened
6% in 2007 compared to 2006.

Increases in WTI pricing in 2007 reflected continued strong demand for crude oil and continued geopoliical events resulfing in increased market
uncertainty and price volatility. in December 2007, WTI averaged LS$91.74 per bbl, down 8% from the record high of U5399.29 per bbi reached in
November 2007. WTI averaged US$72.40 per bbl for 2007, an increase of 9% compared to US$66.25 per bbl for 2006 (2005 - US$56.61 per bbll.

Brent averaged US$72.59 per bbl for 2007, an increase of 1% compared fo US$65.18 per bbl for 2006 {2005 - US$54.45 per bbl). Crude oil sales
contracts for the Company’s North Sea and Offshore West Africa segments are typically based on Brent pricing, which continued to benefit from
strong European and Asian demand in 2007,

The Company’s redlized crude oil price increased from 2006 as a resull of the increased Wl and Brent pricing and the narrower Heavy
Differentictl, offset by the impact of a strengthening Canadian dollar. The Heavy Differential averaged 32% for 2007, compared to 33% for 2006
(2005 - 37%). Realized prices continued 1o be adversely impacted by the stronger Canadian dollar.

The Company anticipates continued volatility in the crude oil pricing benchmarks due to the unpredictabie nature of geopolitical events and
potential unplanned refinery cutages. The Heavy Differential is expected to continue to reflect seasonal demand fluctuations and refinery
cracking margins.

NYMEX natural gas prices averaged U5$6.92 per mmbtu for 2007, a decrease of 5% from US$7.26 per mmbtu for 20062005 - US$8.56 per mmbtu),
AECO natural gas pricing for 2007 decreased 5% fo average $6.26 per GJ from $6.62 per GJ in 2006 (2005 — $8.05 per GJ}. Fluctuations in
natural gas prices from 2006 were primarily related to lower overall demand resulting from the milder weather, reduced economic activity in the
US, and higher figuefied natural gas imports into the US during the first half of 2007. Natural gas inventory levels in North America during 2007
continued to remain high due to stable annual production levels in the US that more than offset praduction declines in Canada from reduced
drilling acfivity.

OPERATING, ROYALTY AND CAPITAL COSTS

Strong commodity prices in recent years have resulfed in increased demand and costs for oilfield services worldwide. This has led fo infiationary
operatfing and capital cost pressures throughout the North America crude oil and natural gas industry, particularly related to drilling activities
and oil sands developments. The strong commodity price environment has also impacted costs in international basins, due in large part to the
high demand for offshore drilling rigs.

The crude oil and natural gas induslry is also experiencing cost pressures related to environmental regulations, both in North America and
internafionally. In Canada, the Federal government has indicated ils intent to develop regulations that would be in effect in 2010 to address
industrial GHG emissions. The Federal Government has alse outlined national and sectoral reduction targels for several categories of air
pollutants. In Alberta, GHG regulations came into effect July 1, 2007, affecting facilities emitting more than 100 kilotonnes of CO, annually. In
the UK, GHG regulations have been in effect since 2005. The Company has strategies in place to ensure compliance with any requirements
currently in effect. The addifional requirements of enacted and proposed GHG legislation will add to the cost of executing projects company
wide. For additional details, refer to the “Greenhouse Gas and Other Air Emissions” section of this MD&A,

In 2007, the Province of Alberta issued certain detaits of its proposed changes to the Alberta crude oil and natural gas royalty regime, effective
Janwary 1, 2009. These proposed changes include:

» Theimplementiation of a sliding scale for oif sands royalties ranging from 1% to 9% on o gross revenue bosis pre-payout and 25% to 40% on
o net revenue basis post-payout depending on benchmark crude oil pricing; and

» New royally formulas for conventional crude oil and natural gas that are to operate on sliding scales ranging up fo 50% determined by
commaodily prices and well produciivity,

The Company is currenily awaiting finalization of the royalty implementation regulations, however it expecis that its 2009 and future Alberta
royalty payments will increase as a result of the proposed royalty changes and that its level of aclivity in Alberta in aggregate will be reduced
from what it otherwise would have been in the absence of such royalty changes.
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ANALYSIS OFf CHANGES IN REVENUE, BEFORE ROYALTIES AND RISK MANAGEMENT ACTIVITIES

Changes due to Changes due to
$ millions| 2005  Volumes Prices Other 2006 Volumes Prices Other 2007
Notth America ’, i
Crude oil and NGLs 5 4317 % 198 % 47 % - $ 52625 298 § 287 § - § 5847
Natural Gas 4,638 168 (1,002] - 3,804 452 A6 - 4,302 .
8,955 366 {255) - 9,066 . 750 333 - 10,149
North Sea , .
Crude oil and NGLs 1,635 168} 132 - 1600 107 82 -~ 1575
Notural gas 23 (4 (31 - 16 {2) 8 - 22
1,659 0721 129 - 1,616 | {109) 920 - 1,597
Offshore West Africa ' .
Crude oil ond NGLs 476 344 m - 31 . {216) 36 - rEl .
Natural gas 9 12 2 - 19 5 1 - 25
485 356 109 - 950 {2n 37 - 776 .
Subtotal i g
Crude oil and NGLs 6,429 374 9%0 - 7,793 ! {25) 405 - 8,173
Natural gas 2,670 176 1,000 3839 455 55 - 2349 |
1,099 550 {17 - 11,632 , 430 450 - 12,522 '
Midstream 77 - - 15] 72! - - 2 74
Intersegment eliminations and other " (46} - - (15) {61 - - 8 {53)
Total $ 11030 $ 550 % 07 s 200 $ 1643 '$ 430 $ 460 $ 10 $ 12,543

{1} Eliminates primarily internal transporiation and electricity charges.

Revenue increased 8% to $12,543 million for 2007 from $11,643 million for 2006 (2005 — $11,130 million). The increase was primarily due to
increased crude oil and NGLs and natura! gas sales volumes in North America and increased realized crude oil and NGLs and natural gas
prices company wide.

For 2007, 19% of the Company's crude oil and natural gas revenue was generated outside of North America (2006 — 22%; 2005 - 19%). North Sea
accounted for 13% of crude il and natural gos revenue for 2007 (2006 - 14%; 2005 ~ 15%), and Offshore West Africa accounted for 6% of crude
oil and nalural gas revenue for 2007 (2006 — 8%; 2005 - 4%).

ANALYSIS OF PRODUCT PRICES

2007 2006 2005
Crude oil and NGLs (§/bb) i
North America S 4906 % 46.52 5 39.62
Norih Sea .S 7499 5 7262 S 6657
Offshore West Africa | S ne 3 67.99 $ 59.9
Company average ' §$ 5545 $ 5385 46.86
Natural gas /mc 2 ‘
North America S 687 % 6.77 $ B8.65
Norh Sea s 426 % 2.66 $ 337
Offshore Wesi Africa 5 568, % 5.37 5 5.9
Company average N 685 ¢ 6.72 $ 8.57
Company average ts/bee) "™ N 4905 $ 4792 % 48.77
Percentage of gross revenue ™ lexcluding midstream revenue) )
Crude oil and NGLs i 62% é 64% 54%
Natural gas ! 38% 16% 46%

[ Amounts expressed on a per unit basis are based on sales volumes.

[2] Net of transportation and blending costs and excluding risk managerment activities.
Realized crude oil and NGLs prices increased 3% to average $55.45 per bbl for 2007 from $53.65 per bbl for 2006 (2005 - $46.86 per bbl), The
increase from 2006 was due o increased benchmark crude oil prices and a slightly narrower Heavy Differential, largely offset by the impact of
the sironger Canadian dollar.

The Company's reclized natural gas price increased 2% to average $6.85 per mcf for 2007 from $6.72 per mcf for 2006 (2005 — $8.57 per mcth,
Fluctuations in natural gas prices from 2006 were primarily related to the impact of weather and storage levels.

NORTH AMERICA

North America realized crude oil prices increased 6% to average $49.16 per bbl for 2007 from $46.52 per bbl for 2006 {2005 - $39.62 per bbl).
The increase from 2006 was due to increased benchmark crude oil prices and a slighily narrower Heavy Differential, largely offset by the impact
of the stronger Canadian dollar.

In North America, the Company continues to focus on ifs crude oil morketing strategy. including the development of o blending sirategy that
expands markets within current pipeline infrastructure, supporting pipeline projects that will provide capacity to transport crude il to new
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markets, and working with refiners fo add incremental heavy crude oil conversion capacity. During 2007, the Company contributed approximately
140,000 bbl/d of heavy crude oil blends to the Western Canadian Select siream.

North America realized natural gas prices increased slightly to average $6.87 per mcf for 2007 from $6.77 per mcf for 2006 (2005 - $8.65 per mcH,
primarily related to the impact of weather and storage levels.

Comparisons of the prices received for the Company’s North America production by product type were as follows:

2007 2006 2005

Wellhead Price "% %

__Light/medium crude gil and NGLs ics/bbl s 6624 - % 43.09 $ 58.41
Pelican Lake crude ol ics/bbl $ 4629 | % 45.02 $ 38.39
Primary heavy crude oil icsmbbl $ 4377 i $ 41.35 5 33.53
Thermal heavy crude oil ics/bb $ 4349 | % 40.98 $ 32.29
Natural gos (cs/mch $ 6.87 i $ 6.77 s 8.65

{1} Net of tfransportation and blending costs and excluding risk monagement aclivities.
12} Amounts expressed on a per unit basis are based on sales volumes.

NORTH SEA

Norih Sea realized crude oil prices increased 3% fo average $74.99 per bbl for 2007 from $72.62 per bbl for 2006 (2005 - $66.57 per bbll.
Realized crude oil prices in the North Sea during 2007 continued 1o benefit from the impact of strong European and Asian demand, partially
offset by the impact of the stronger Canadian dollar.

OFFSHORE WEST AFRICA
Offshore West Africa redlized crude oil prices increased 5% to average $71.68 per bbl for 2007 from $67.99 per bbl for 2006 (2005 - $59.91 per bbll.
As all revenue in Offshore West Africa is currently recognized on a liftings basis, realized crude cil prices per barrel in any particular peried are
dependant on the frequency and timing of liftings of each field, as well as the terms of the related sales contracts. Realized crude oil prices in
Offshore West Africa during 2007 continued to benefit from the impact of strong European and Asian demand, partially offset by the impact of
the stronger Canadian dollar.

CRUDE OIL INVENTORY VOLUMES
The Company recognizes revenue on its crude oil production when title Iransfers to the customer and delivery has taken place. The related crude
oil inventory volumes by segment, which have not been recognized in revenue, were as follows:

Ibbh 2007 2006 2005
North Americo, related to pipeline fill 1,097,526 J 1,097,526 484,157
North Seaq, related fo timing of liftings 1,032,723 | 910,796 74741
Offshore West Africa, related to fiming of liflings 8,578 13,774 412,841

2,138,827 | 2,122,096 1,644,139

In 2007, net production of approximately 17,000 barrels of crude oil produced in the Company's international operations was deferred and
included in inventory at December 31, 2007, reducing cash flow from operaticns by approximately $9 million.

ANALYSIS OF DAILY PRODUCTION, BEFORE ROYALTIES

2007 2006 2005
Crude oil and NGLs (bbisdi !
North America 245,779 235,253 221,669
North Sea 55,933 60,056 68,593
Offshore West Africa 28,520 36,689 22,906
331,232 | 331,998 313,168
Natural gas immcizdi
North America 1,643 1,468 1,416
Narth Sea 13 15 19
Offshore West Africo ! 12 | 9 4
[ 1,668 | 1,492 1,439
Total barrels of oil equivalent poerd ! 609,206 | 580,724 552,960
Product mix
Light/medium crude oil and NGLs 23% 26% 26%
Pelican Lake crude oil 6% 5% 4%
Primary heavy crude oil 15% 16% 17%
Thermal heavy crude oil ! n% 1% 10%

Natural gas | 45% 42% 43%
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DAILY PRODUCTION, NET OF ROYALTIES

2007 2006 2005

Crude oil and NGLs bbid ;
North America 210,769 . 205,382 191,751
North Sea 55,025 59,940 68,487
Ofishore West Africa f 26,012 35,212 22,293
' 292,606 300,534 282,531

Natural gas (mmcsd) '
North America 1376 1,185 1125
North Sea , B 15 18
Qffshore West Africa ) n . 9 4
| 1,402 1,209 1,147
Total barrels of oil equivalent iboe/d ' 526,193 502,024 473,742

Daily production and per barrel statistics are presented throughout this MD&A on a "before royalty” or "gross” basis. Production on an “after royally”
or “net” basis is also presented.

The Company’s business approach is to maintain large project inventories and production diversification among each of the commediies it
produces; namely natural gas, light/medium crude oil and NGLs, Pelican Lake crude oil, primary heavy crude oil and thermal heavy crude oil.

Total production of crude oil and NGLs before royalties decreased marginally to 331,232 bbl/d for 2007 from 331,998 bbl/d for 2006
{2005 — 313,168 bbl/d). The decrease in crude oil and NGLs production from 2006 primarily reflected lower production in the North Sea due to the
timing of planned maintenance activities and reduced production from the Baobab Field in Ofishore West Africa, offset by increased production
in North America. Crude oil and NGLs production for 2007 was within the Company’s guidance.

Natural gas production continues to represent the Company’s largest product offering, accounting for 45% of the Company’s total production.
Total natural gas production before royalties increased 12% 0 1,668 mmcf/d for 2007 from 1,492 mmct/d for 2006 {2005 ~ 1,439 mmcf/d). The
increase in natural gas production from 2006 primarily reflected additional natural gas production from the ACC acquisition, parfially offset by
production declines due to the Company's strategic reduction in natural gas drilling activity. Natural gas production for 2007 was within the
Company's guidance.

For 2008, annual production is forecasted to average between 316,000 and 366,000 bbi/d of crude oil and NGLs and between 1,429 and
1.513 mmicf/d of natural gas.

NORTH AMERICA

North America crude oil and NGLs production for 2007 increased 5% Io average 246,779 bbl/d from 235,253 bbl/d for 2006 {2005 - 221,669 bbl/d).
The increase in production from 2006 was primarily due to the results from the Pelican Lake projec, the cyclic nature of the Company's thermal
production, and the ACC acquisifion.

North America natural gas production for 2007 increased 12% lo average 1,643 mmef/d from 1,468 mmcf/d for 2006 {2005 - 1,416 mmci/d). The
increase in natural gas production from 2006 reflected the impact of the ACC acquisition, partially offset by production declines in 2007 due 1o
the Company’s strategic decision 1o reduce natural gas drilling octivity.

NORTH SEA

North Sea crude oil production for 2007 was 55,933 bbl/d, a decrease of 7% from 60,056 bbl/d for 2006 {2005 - 68,593 bbi/d} due to the
timing of planned maintenance aclivifies, lower than anticipated production from the Lyell Field development and water injection problems
experienced during the year at the Ninian Field. The Ninian water injection issues were resolved in the fourth quarter of 2007.

OFFSHORE WEST AFRICA

Offshore West Africa crude ol production for 2007 decreased 22% 1o 28,520 bbl/d from 36,689 bbl/d for 2006 (2005 - 22,906 bbl/d). Production
decreased from 2006 due to continued challenges with sand production at the Baobab Field where 5 of 10 production wells remain shutin. The
Company has secured a deepwater rig, expected in mid-year 2008, that should enable the Company to execute ifs plan to return certain of the
shut-in wells to production over the course of 2008 and 2009, At the Espoir Fields, production delivered in 2007 was in line with expeciatians,
reflecting the successful execution of the drilling campaign at the West Espoir Field.
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ROYALTIES
2007 2006 2005

Crude oil and NGLs s/mon " i . -
North America R 9 % 5.86 $ 537
North Seq $ 04 35 003§ 010
Cffshore West Africa N 5 640 % 2.81 $ 1.62
Company average $ 5.94 $ 4.48 $ 397
Natural gas s/mch " . . _
North America o _ o N 5 e s 131 % 1.78
North Sea $ - $ - $ -
Offshore West Africa S 051 5 0.22 $ 0.6
Company average $ (Al $ 1.2% $ 175
Company average (5/boel $ 6.26 $ 5.89 $ 6.82
Percentage of revenue ,
Crude oil and NGLs n% 8% 8%
Natural gas w% 19% 20%
Boe 13% 12% 14%

1 Amounts expressed on a per unit basis are based on sales volumes.
12} Net of transpertation and blending casts and excluding risk management activifies.

NORTH AMERICA

Crown royaliies on a significant portion of North America crude oil and NGLs production fall under the oil sands royalty regime and are calculated
on a project by project basis as a percentage of gross revenue less operating, capital and abandonment costs "net profit’]. For 2008 and prior
years, royaliies are calculated as 1% of gross revenues until the Company’s capital invesiments in the applicabte project are fully recovered,
at which fime the royalty increases to 25% of net profit. Effective January 1, 2009, proposed changes fo the Alberta royally regime include the
implementation of a siiding scate for oil sands royalties ranging from 1% to 9% on @ gross revenue basis pre-payout and 25% to 40% on a net
revenue bosis post-payout depending on benchmark crude il pricing.

Crude oil and NGLs royalties for 2007 continued 1o reflect strong realized crude oil prices and the impact of the full recovery of the Company’s
capital investments in the Primrose North and South Fields in 2006. Upon full recovery, Crown royally rates on the Primrose North and South
Fields increased from 1% of gross revenue to 25% of revenue less operating, capital and abandonment costs. North America crude oil and NGLs
royalties per bbl are anticipated to average 14% to 16% of gross revenue for 2008, comparable to 15% for 2007 (2006 - 13%; 2005 - 14%I.

Natural gas royalties per mef generally fluctuate with natural gas prices and well productivity. Natural gas royalties per mcf decreased from 2006
primarily due to decreased benchmark natural gas prices and the impact of certain other adjustments. North America natural gas royalies per
mcf are anticipated to average 17% fo 20% of gross revenue for 2008, an increase from 16% for 2007 {2006 - 19%:; 2005 - 21%).

Effective January 1, 2009, proposed new royally formulas for conventional crude oil and natural gas are lo operate on sliding scales ranging up
to 50% determined by commodity prices and well productivity.

NORTH SEA
North Sea government royalties on crude oil were eliminated effective January 1, 2003. The remaining royalty is @ gross overriding royalfy on
the Ninian Field.

OFFSHORE WEST AFRICA

Offshore West Africa production is governed by the terms of the various Production Sharing Contracts {"PSCs”). Under the PSCs, revenues are
divided into cost recovery oil and profit ail. Cost recovery cil allows the Company 1o recover its capital and production costs and the cosls
carried by the Company on behalf of the Government State Oil Company. Profit oil is allocated to the joint venture partners in accordance with
their respective equity interests, after a portion has been allocated 1o the Government. The Government's share of profit oil aftributable to the
Company’s equily interest is allocated between royalty expense and current income tax expense in accordance with the PSCs. The Company’s
capital investments in the Espoir Fields were fully recovered in early 2007, increasing royalty rates and current income faxes in accordance with
the terms of the PSCs.

Royally rates os a percentage of revenue averaged approximately 9% for 2007 compared to 4% for 2006 (2005 - 3%). The increase in royalty
rates from 2006 was due to the Company's full recovery of its capital investment in the Espoir Fields in 2007 and the resulting increase in profi
oil on which the Government's entitlenent is based. Offshore West Africa royally rates are anticipated fo average 12% to 17% of gross revenue
for 2008.
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PRODUCTION EXPENSE

2007 2006 2005
Crude oil and NGLs 15/bon © ‘
North America $ 1226 % Nn.73 $ 10.49
North Seq $ 20.78 ' 3 17.57 % 14.94
Offshore West Africa $ 832 % 7.45 $ 6.50
Company average $ 13.34 % 12.29 3 .17
Natural gas is/meh " ‘
North America $ o0 _$ 0.81 $ 0.7
North Sea $ 217 % 1.4Q $ 2.44
Offshore West Africa $ 148 3 119 $ 1.05
Company average $ 0.9 b 0.82 $ 073
Company average ts/boe) " $ 9.75 $ 9.14 5 8.21

(1) Amounts expressed on a per unit basis are based on soles volumes.

NORTH AMERICA

North America crude oil and NGLs production expense for 2007 increased 5% to $12.26 per bbl from $11.73 per bbl for 2006 (2005 - $10.49 per bbl).
The increase in production expenise from 2006 was primarily due to increased industry-wide cost pressures and a continuing upward trend in
property taxes and lease rentals. During the second half of 2007, costs decreased as a result of the timing of primary steam cycles, lower cost
of natural gas fuel for the Company’s thermal operations, and higher production volumes in both Pelican Lake and Primrose production areas,
where a large portion of costs are fixed in nature.

North America natural gas production expense for 2007 increased 11% to $0.90 per mcf from $0.81 per mcf for 2006 {2005 - $0.71 per mcil,
This increase was primarily due 1o industry-wide cost pressures in 2006 and early 2007, a continuing upward trend in property taxes and
lease rentals, as well as the Company’s strategic reduction in notural gas drilling activity, decreasing natural ges sales throughout 2007 and
increasing production expense per mcf on the fixed cost portion of production costs.

Production expense per boe for 2008 is anticipated to increase as a result of an overall reduction in budgeled volumes for 2008, while fixed
costs, such as property taxes and lease rentals, confinue to escalate.

NORTH SEA
North Seq crude oil production expense increased on a per barrel basis from 2006 due to planned maintenance shuidowns, varying production
volumes on a relatively fixed cost base, the timing of liftings from various fields, and the impuact of the stronger Canadian dollar.

OFFSHORE WEST AFRICA

Offshore West Africa crude ol production expense on a per barrel basis increased from 2006 primarily due to the impact of continuing operating
challenges with sand production at the Bacbab Field, resulting in decreased production volumes on a relatively fixed operating cost base.
Production expense was posifively impacted by the impact of the stronger Canadian dallar,

MIDSTREAM

18 milins) 2007 2006 2005
Revenue $ EL I 72 $ 77
Production expense 22 23 24
Midstream cash flow 52 49 53
Depreciation 8 8 8
Segment earnings before taxes s 4 3 a % 45

The Company's midstrearn assets consist of three crude oil pipeline systems and a 50% working interest in an 84-megawatt cogeneration
plant ot Primrose. Approximately 80% of the Company’s heavy crude oil production is fransported to international mainline liquid pipelines via
the 100% owned and operaled ECHO Pipeline, the 62% owned and operated Pelican Lake Pipeline and the 15% owned Cold Lake Pipeline. The
midsiream pipeline assets allow the Company fo confrol the transport of its own production volumes as well as earn third party revenue. This
transporiation ¢control enhances the Company's ability to manage the full range of costs associated with the development and markefing of its
heavier crude oil,

DEPLETION, DEPRECIATION AND AMORTIZATION ™

(% millions, except per boe armounts) 2007 2006 2005
North America $ 2,350 , $ 1,897 3 1,595
North Seo ' 340 297 306
Offshore West Africa 165 189 104
Expense , § 2855 5 2383 § 2,005
$/boe $ 12.84 ) 1,27 $ 10,02

11 DD&A excludes depreciation on midsiream assets.
12] Amounts expressed on o per unit basis are based on sales volumes.
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Depletion, Depreciation and Amortization {'DD&A") expense for 2007 increased 20% to $2,855 million from $2,383 million for 2006
{2005 - $2.005 million). The increase in DD&A expense in total and on a boe basis in 2007 from 2006 was primarily due to overall increases
in finding and development costs associated with crude oil and natural gas exploration, increased estimated future cosis lo develop the
Company's proved undeveloped reserves, and a higher depletion base in North America related 1o the ACC acquisition, together with the
impact of higher sales volumes. The increase in DD&A expense in 2007 was partially offsel in the North Sea and Offshore West Africa by the
impac! of the stronger Canadian dollar relative io the US dollar.

ASSET RETIREMENT OBLIGATION ACCRETION

I$ rrallions, except per boe amounts) ™ 2007 2006 2005
North America $ 3 % 35 $ 34
North Sea 30 3 34
Qffshore West Africo 2 2 1
Expense s 7. % 68 % 69
$/boe $ 0.32 $ 0.32 $ 0.34

11) Amounts expressed on o per uni basis are bosed on soles volumes,

Asset refirement obligation accretion expense represents the increase in the carrying amount of the asset refirement obligation due to the
passage of time. Accretion expense was comparable to 2006.

ADMINISTRATION EXPENSE

{$ millions, except per boe amounis| ™ 2007 2006 2005
Net expense . $ 208 $ 180 $ 151
$/boe $ 0.93 $ 0.85 % 0.75

[l Amounts expressed on a per unit basis are based on sales volumes.

Net administration expense for 2007 increased in total and on a boe basis from 2006 primarily due to increased staffing and administrative
costs and overall inflationary cost pressures.

STOCK-BASED COMPENSATION
15 millons) ' 2007 2006 2005

Stock-based compensation expense $ 193 $ 139 $ 723

The Company's Stack Option Plan (the "Option Plan®) provides current employees (the “option holders?) with the right io elect to receive common
shares or a direct cash payment in exchange for oplions surrendered. The design of the Option Plan balances the need for a long-term
compensation program fo retain employees with the benefits of reducing the impact of diiution on current Shareholders and the reporting of
the obligations associaled with slock options. Transparency of the cosl of the Option Plan is increased since changes in the intrinsic value of
oulstanding stock options are recognized each period. The cash payment feature provides aption holders with substantially the same benefits
and dllows them to realize the value of their options through a simplified administration process.

The Company recorded a $193 million (5134 million after-tox) stock-based compensation expense during 2007 in connection with the 17%
appreciation in the Company's share price (December 31, 2007 — €$72.58; December 31, 2006 — C$62.15; December 31, 2005 - C$57.63;
December 31, 2004 - C$25.63). As required by GAAP, the Company’s outstanding stock options are valued based on the difference between
the exercise price of the slock oplions and the market price of the Company’s common shares, pursuant to a graded vesting schedule. The
liability is revalued at each reporting date fo reflect changes in the market price of the Company’s common shares and the opfions exercised
or surrendered in the period, with the net change recagnized in net earnings, or capitalized during the consiruction period in the case of the
Horizon Project. For the year ended December 31, 2007, the Company capitalized $58 million in stock-based compensation as part of the
Horizan Project {2006 - $79 million; 2005 - $101 million). The stock-based compensation liability at December 31, 2007 reflecied the Company's
potential cash liability should all the vested options be surrendered for a cash payout at the market price on December 31, 2007. In periods when
substantial stock price changes occur, the Company is subjeci 1o significant earnings volatility.

For the year ended December 31, 2007, the Company paid $375 million for stock options surrendered for cash settlement (2006 — $264 million;
2005 - %227 million).

INTEREST EXPENSE

{5 millions, excep! per boe amounts and interest rates) 'V 2007 2006 2005
Interest expense, gross $ 632§ 336 $ 22
Less: capitalized interest, Horizon Project 356 196 72
Inlerest expense, net $ 276 5 140 $ 149
$/boe S 1.24 , ) 0.66 $ 0.74
Averoge effective interest rate 5.5% 57% 5.6%

(1) Amounis expressed on a per unii basis are based on sales volumes.

Gross inferest expense increased from 2006 primarily due to increased debt levels associated with the ACC acquisilion and the on-going
financing of Horizon Project capital expenditures.
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The Company’s average effective interest rate for 2007 reflected the impact of the stronger Canadian dollor, offset by higher cost US dollar
denominated debt issued in March 2007 and the impact of higher short-term lending rates on the Company's floating rate debt due to credit
market uncerainty.

In 2008, upon commencement of operafions of Phase 1 of the Horizon Project, interest capitalization will cease on this Phase, increasing interest
expense accordingly.

RISK MANAGEMENT ACTIVITIES
The Company utilizes various derivative financial instruments to manage its commodity price, foreign currency and inferest rate exposures. These
derivative financial instruments are entered into solely for hedging purposes and are not intended for frading or other speculative purposes.

Commencing January 1, 2007, the Company adopted new accounting standards issued by the CICA relating to the accounting for and disclosure
of financial instruments and comprehensive income.

Adoption of these standards required the Company to recard all of ils derivative financial instruments an the balance sheet at estimated fair
value as at January 1, 2007, including those designated as hedges. Designated hedges, other than cross currency swaps, were previously
nol recognized on the balance sheet but were disclosed in the notes 1o the financio! statements. The adjustment to recognize the designated
hedges on the balance sheet was recorded as an adjustment to the opening balance of retained earnings or accumulated other comprehensive
income, as appropriate.

With the excepfion of the foreign currency translation adjustment, these standards were adopted prospectively; accordingly, comparative
amounts for prior periods have not been restated. The reclassification of the foreign currency translafion adjustment to other comprehensive
income was applied refroactively with prior period restatement.

The effects of adopting these standards on the opening balance sheet were as follows:

18 miflions) January 1, 2007

Increased current porfion of other long-term assets © L 193
Decreased other long-term assets $ L
Decregsed long-lerm debt ® $ 72
Increased retained earnings $ 0
Increased foreign currency fransiation adjusiment ' $ L2
Increased accumulated other comprehensive income s 146
Decreased current portion of fuure income tax asset ? $ i62)
Increased future income tax ligbility @ $ 18

{1 Relates 1o the recognition of the current portion of the fair value of derivative financial instruments designated as cash flow hedges.

{2) Relates to the recognition of the long-term portion of the fair value of desivative finandial instruments designated as cash flow and fair value hedges, as well os the reclossification
of fransaction cosis and original issue discounts from deferred charges to long-term debt.

13) Relates to the fair value impact of derivafive financial insiruments designoted os fair value hedges, as well os the reclassification of transaction costs and original
issue discounis.

{4} Relates to the impact on adoption of the measurement of ineffectiveness on derivative fingncial instruments designaied as cash flow hedges.

15} Relates to the retrooctive restatement of foreign currency translation adjusiment to accumulated other comprehensive income.

{6} Relates o the recognition of accumulated other comprehensive income arising from the measurement of effectiveness on derivative financiat instruments designated as cash
flow hedges.

(7] Relates to the futyre income tax impacts of the above noted adjusiments.

Effective January 1, 2007, all derivative financial instrumenis are recognized at estimated fair value on the consolidated balance sheet at each
balance sheet date. The estimated fair value of derivative financial instruments has been defermined based on appropriate internal valuation
methodologies and/er third party indications, However, these estimates may not necessarily be indicative of the amounts that could be realized
or seftled in a current market transaction and these differences may be material,

The Company formally documents all derivative financial instruments that are designated as hedging transactions at the inception of the
hedging relationship, in accordance with the Company’s risk management policies. The effectiveness of the hedging relationship is evaluated,
both at inception of the hedge and on an ongeing basis.

The Company periodically enters into commeodity price contracts to manage anticipated sales of crude oil and natural gos produdion in order
to protect cash flow for capital expenditure programs. The effective portion of changes in the foir value of derivative commodity price contracts
designated as cash flow hedges is inifially recognized in other comprehensive income and is reclassified to risk management activities in
consolidated net earnings in the same period or periods in which the crude oil or natural gas is sold. The ineffective portion of changes in the
fair value of these designated contracts is immediately recognized in risk management activities in consolidated net earnings. All changesin the
foir value of non-designated crude oil and natural gas commodity price contracts are recognized in risk management activities in consolidated
nel egarnings.

The Company enters into interest rate swap contracts to manage its fixed to floating interest rate mix on certain of its long-term debt. The interest
rate swap contracts require the periodic exchange of payments without the exchange of the notional principal amounts on which the payments
are based. Changes in the tair value of interest rate swap contracts designated as fair value hedges and corresponding changes in the fair
value of the hedged long-term debt are included in inferest expense in consolidaled net earnings. Changes in the fair value of non-designated
interest rate swap contracts are included in risk management activities in consolidated net earnings.
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Cross currency swap contracts are pericdically used fo manage currency exposure on US dollar denominated long-term debt. The cross currency
swap contracts require the periodic exchange of payments with the exchange at maturity of nofional principal amounts on which the payments
are based. Changes in the fair value of the foreign exchange component of cross currency swap contracts designated as cash flow hedges are
included in foreign exchange in consclidated net earnings. The effective portion of changes in the fair value of the interest rate component of
Cross currency swap contracts designated as cash flow hedges is initially included in other comprehensive income and is reclassified fo inferest
expense when realized, with the ineffective porfion immediately recognized in risk management activities in consolidated net earnings. Changes
in the fair value of non-designated cross currency swap contracts are included in risk management activities in consolidated net earnings.

Gains or losses on the termination of financia! instruments that have been designated as cash flow hedges are deferred under accumulated
other comprehensive income on the consalidated bolance sheels and amortized into consolidated net earnings in the period in which the
underlying hedged item is recognized. In the event a designated hedged item is sold, extinguished or matures prior fo the termination of the
related derivative instrument, any unrealized derivative gain or loss is recognized immediately in consolidated net earnings. Gains or losses on
the termination of financial instruments that have not been designated as hedges are recognized in consolidated nef earnings immediately.

Embedded derivatives are derivatives that are included in a non-derivative host contract. Embedded derivatives are recorded at fair value
separately from the host contract when their economic characteristics and risks are not clearly and closely related to the host contract,

Transaction costs that are directly aftributable to the acquisition or issue of o financial asset or financial liability and criginal issue discounts on
long-term debt have been included in the carrying value of the related financial asset or liabilily and are amortized to consolidated net earnings
over the life of the financial instrument using the effeciive interest method.

RISK MANAGEMENT ACTIVITIES

% millions} 2007 2006 2005
Reglized loss (gain) ,
Crude oil and NGLs financial instruments s 505 5 1,395 $ 753
Natural gos financial instruments . (343) (701 283
Interest rate swaps - - 9
s w2 5 1325 % 1027
Unredalized loss (gain) .
Crude oil and NGLs financial instruments $ 1244 5 736} % 847
Naotural gos financial instruments 156 (2601 77
Interest rafe and cross-currency swaps - a7 1
5 1400 5 new s 925
Total $ 1,562 $ 312 $ 1,952

The reclized losses (gains) from crude oil and NGLs and natural gas financial instruments would have decreased {increased) the Company’s
average realized prices as follows:

2007 2006 2005
Crude oil and NGLS ts/bbi) X $ 41 5 .57 $ 6.68
Natural gas is/meh $ [0.56) % 10.13) $ 0.54

I Amounis expressed on a per unit basis are based on soles volumes.

Complete details related to outstanding derivative financial instruments at December 31, 2007 are disclosed in note 12 to the Company's
consolidated financial stalements. As at December 31, 2006, the net unrecognized asset related to the estimated fair values of derivative
financial instruments designated as hedges was $222 million [December 31, 2005 — net unrecognized liability of $990 million).

As effective as the Company's hedges are against reference commedity prices, a substantial portion of the commodity derivative financial
insiruments entered into by the Company have not been formally designated as hedges for accounting purposes or do nol meel the requiremenis
for hedge accounting under GAAP due to currency, product quality and focation differentials [the "non-designated hedges”). The change in the
fair value of the non-designated hedges is based on prevailing forward commaodity prices in effect at the end of each reporting period and is
reflected in risk management activities in consolidated net earnings. The cash setilement amount of the risk management derivative financial
instruments may vary materially depending upon the underlying crude oil and natural gas prices at the time of final setlement of the derivative
financial instruments, as compared to their mark-to-market value ot December 31, 2007, Due fo changes in the crude oil and natural gas
forward pricing, and the reversal of prior period unrealized gains and losses, the Company recorded a net unredlized loss of $1,400 million
{$977 million after-tax) on its commaodity risk management activilies for the year ended December 31, 2007 (2006 — $1,013 million unrealized gain,
$674 million after-tax; 2005 - $925 million unredlized loss, $607 million after-tax).

FOREIGN EXCHANGE

15 millions) 2007 2006 2003
Realized foreign exchange loss {gain) $ 53§ nzt % (29)
Unreqlized foreign exchange Igainl loss {524) 134 103}

$ {a7) 5 122 $ {132)

The Company's North Sea operations are classified as self-sustaining for the purposes of foreign currency franslation. The North Sea operations
are inifially measured in US dollars and then translated to Canadian dallars using the current rate method, whereby assets and liabilities are
translated into Canadian dollars using the exchange rate in effect at the batance sheet date, while revenue and expenses are translated
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into Canadion dollars using the monthly average exchange rate. Foreign currency gains or lesses arising on the franslation of non-WUS dollar
monetary assets and liabilities are included in net earnings while subsequent gains or losses arising on translation to Canadian dollars are
deferred and included in accumulated other comprehensive income.

The Company's Offshare West Africa foreign operations are classified as integrated for the purposes of foreign currency translation. Offshore
West Africa foreign operations and foreign currency transactions and balances held in North America are diredly translated into Canadian
dollars using the temporal method, whereby monetary assels and liabilities are translated to Canadian doltars at the exchange rate in effect
at the consolidated balance sheet date. Non-monetary assets and liabilifies are translated at the exchange rate in effect when the assels were
acquired or obligations incurred. Revenue and expenses are translated to Canadian dollars at the monthly average exchange rates. All reloted
foreign exchange guains or losses are included in net eamings.

As a result of foreign currency translation, the Company’s operating resulls are affected by the fluctuations in the exchange rates between
the Canadian dollar, US dollar, and UK pound sterling. A maijority of the Company’s revenue is based on reference to US dollar benchmoark
prices. An increase in the value of the Canadian dollar in relation o the US dollar resulis in decreased revenue from the sale of the Company’s
produdiion. Conversely o decrease in the value of the Canadian dollar in relation to the US dollar results in increased revenue from the sate of the
Company’s production. Production expenses in the North Sea are subject to foreign currency fluctuations due to changes in the exchange rate
of the UK pound sterling to the US dollar, while production expenses in Offshore West Africa are subiject to foreign currency fluciuations due to
changes in the exchange rate of the Canadian dollar to the US dollar. The value of the Company’s US dollar denominated debt is alse impacted
by the value of the Canadian dollar in relation to the US dollar.

The net unrealized foreign exchange gain in 2007 was primarily related fo the strengthening of the Canadian dollar in relation to the US dollar
with respect fo the US dollar debt, partially offset by an unrealized loss of $350 million related to the impact of the cross currency swaps. The net
realized foreign exchange loss for 2007 was primarily due to the result of foreign exchange rate fluctuations on setlement of working capital
items denominated in US dollars or UK pounds sterling. The Canadian dofiar ended the year above parily, at Us$1.0120 compared to US$0.8581
at December 31, 2006 {Becember 31, 2005 - US$0.8577).

During 2007, the Company de-designated the portion of the US dollar denominated debt previously hedged against its net investment in
US dollar based sell-sustaining foreign operations. Accordingly, all foreign exchange {gains! losses arising each period on US dollar denominated
long-term debl are now recognized in the consolidated statement of earnings.

TAXES

1$ miflions, except income tax rates) 2007 2006 2005

Taxes other than income tax .
Current $ Lt ] 219 $ 203
Deferred 44 37 {9)
$ 165 5 256 $ 194

Current income tax )
North America $ 96 % 143 $ 9%
North Seq 20 30 155
Offshore West Africa 74 49 32
380 222 286
Future income tax (456) 652 353
76) 874 639
Income tox rate and other legistative changes M4® 864 395 19
$ 788 3 1,269 % 658
Effective income tax rate before income tax rate and other legislative changes 31.1% 37.3% 39.0%

{1l Includes the effect of one time recoveries of $864 million due to Canadian Federal incorne tax rate reductions and other legislative changes enacted or substantively enacted

during 2007.

12) Includes the effec! of the following:
| aone time expense of $110 million related fo the increased supplemeniary charge on oil and gas profits in the UK North Sea enacted in 2006.
w0 one lime recovery of $438 million due to Canadian Federal, Alberta and Saskatchewan corporate income fox rate reductions enacted in 2006.
u 0 one ime racovery of $67 million due to Ofishore West Africo corporate income tax rote reductions enacted in 2006.

13} Includes the effect of a one time recovery of $19 million due to a British Columbia corporate income tax rate reduction enacted in 2005.

Taxes other than income tax primarily includes current and deferred petroleum revenue tax ["PRT™). PRT is charged on certain fields in the North Sea
at the rate of 50% of net operating income, afier allowing for certain deductions including abandonment expenditures,

Taxable income from the conventional crude oil and natural gas business in Canada is primarily generated through partnerships, with the
related income taxes payable in o future period. North America current income taxes have been provided on the basis of the corporate structure
and available income tax deductions and will vary depending upon the nature, timing and amount of capital expenditures incurred in Canada
in any particular year. In parficular, current taxes in a specific year are sensitive to the fiming of when the Horizon Project capital expenditures
are deductible for Canadian income tax purposes.

During 2007, the Canadian Federal Government enacted or substantively enacted income tax rate and other legislative changes, resulting in a
reduction of future income tox liabilities of approximately $864 million. As a result of the enacted income tax rate changes, the Canadian Federal
corporate income tax rate will be reduced over the next five years from 21% in 2007 to 15% in 2012,
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During 2006, enacted income fax rate changes resulted in o reduction of future income tax liabilities of approximately $438 million in
North America, an increase of future income fax liabilities of approximately $110 million in the UK North Sea and a reduction of future income tax
liabilities of approximately $67 million in Cdte d'lvoire.

During 2005, enacted income tax rate changes in North America resulted in a reduction of future income tax ligbililies of approximately
$19 million.

During 2003, the Canadian Federal Government enacled legislation to change the taxation of resource income. The legislation reduced the
corporate income tax rate on resource income from 28% to 21% over five years beginning January 1, 2003. Over the some period, the deduction
for resource allowance was phased out and a deduction for actual crown royalties paid was phased in. As a result, in 2007 crown royalfies were
fully deductible and the Company is no longer efigible for the resource allowance.

The Company’s consolidated effective income lax rate for 2007 was reduced primarity due to income tax rate reductions enacted in Canada
during the year, the effects of the non-faxable portion of unrealized foreign exchange gains on US dollor debl, net of unrealized losses on
cross currency swaps, and adjustments to fulure tax expense in Canada related to the final phase-in of deductibility of crown royalties and
the elimination of the resource allowance dedudtion in 2007. For 2008, based on budgeted prices and the currenl availability of tax pools, the
Company expects 1o be cash taxable in Canada in the amount of $75 million to $150 million.

NET CAPITAL EXPENDITURES M
1$ millions) 2007 2006 2005
Expenditures on property, plant and equipment , .
Net property (dispositions) acquisitions N B39, _3 4,733 5 {3201
Land acquisition and retention # 95 210 254
Seismic evaluations ' 124 130 132
Well drilling, completion and equipping . 1,642 2,340 2,000
Production and related facilities 1,205 1,314 1,295
Tota! net reserve replacement expenditures i 3,027 8,727 3,361
Horizon Project: : '

Phase 1 construction cosls 2,740 2,768 1,249

Phases 2/3 costs 124 79 -

Capitalized interest, stock-based compensation and other i 437 338 250
Toig! Horizon Project . 3,301 3,185 1,499
Midstreom R 6 12 4
Abandonments ® . n, 75 46
Head office ' 20 26 22
Total net capital expenditures . $ 6,425 3 12,025 $ 4,932
By segment : ,
North Americo ‘ $ 2,428 5 7,936 5 2,530
Narth Sea 439 646 387
Offshore West Africa ; 159 134 439
Cther ) LI 11 5
Horizon Project B 3301 3,185 1499
Midstream [ 6 12 4
Abandonments ®! . n, 75 46
Heod office 20 26 22
Total I 6425  § 12,025 $ 4,932

{1l Net capital expenditures exchude adjustments related to differences behween corrying volue and fax value.
{2} Includes Business Combinations.
{3) Abandonments represent expenditures 1o seftle ARO and have been reflected as capital expenditures in this fable.

The Company’s stralegy is focused on building a diversified asset base that is balanced among various products. In order to facilitate efficient
operations, the Company concentrates its activiies in core regions where it can dominate the land bose and infrastructure. The Company
focuses on maintaining its land inventories to enable the continuous exploitation of play types and geological irends, reducing overall expleration
risk. By dominating infrastructure, the Company is able to maximize utilization of its production facilities, thereby increasing contra! over
production costs.

Net capital expenditures for 2007 were $6,425 million compared to $12,025 million for 2006 (2005 - $4,932 million]. Excluding the ACC acquisifion,
net capital expenditures were $7,270 million for 2006. Capital expenditures in 2007 reflected the continued progress on the Company's larger,
future growth projects, most notably the Horizon Projed, as well as continued industry-wide inflationary pressures, offset by the effects of an
overall strategic reduction in the North America notural gas drilling program.

During 2007, the Company drilled a total of 1,322 net wells consisting of 383 natural gas wells, 592 crude oil wells, 254 stratigraphic test and
service wells, and 93 wells that were dry. This compared to 1,738 net wells drilled for 2006 (2005 - 1,882 net wells). The Company achieved an
overall success rate of 91% for 2007, excluding the strafigraphic test and service wells (2006 - 91%; 2005 - 93%).
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NORTH AMERICA
North America, including the Horizon Project, accounted for approximately 91% of the tolal capital expenditures for the year ended
December 31, 2007 compared to approximately 93% for 2006 (2005 — 83%).

During 2007, the Company targeled 450 net natural gas wells, including 58 wells in Northeast British Columbia, 133 wells in the Northern Plains
region, 110 wells in Northwest Alberta, and 149 wells in the Southern Plains region. The Company also targeted 610 net crude oil wells during the
year. The majority of these wells were concentraled in the Company's crude ail Northern Plains region where 362 primary heavy crude oil wells,
127 Pelican Lake crude oil wells, 55 thermal crude ol wells and 6 light crude ol wells were drilled. In addition, 60 wells targeting light crude oil
were drilled outside the Northern Plains region.

Due 1o significant changes in relafive commeodity prices between crude il and natural gos, the Company has continued to access ifs large crude
oil drilling inventory to maximize value in both the short and long ferm. As a result of the Company's focus on drilling crude oil wells in 2007,
natural gas drilling activities were reduced 1o manage overall capital spending. Deferred natural gas well locations have been retained in the
Company’s prospect inventory. Drilling on ACC acquired lands was optimized as part of the overall capital program.

In November of 2005, the Company announced o phased expansion of its In-Situ Qil Sands Assets. As part of the development, the Company is
continuing o develop its Primrose thermal projects. During 2007, the Company drilled 135 stratigraphic test wells and observation wells, 2 water
source wells and 55 thermal oil wells. Overall Primrose thermal production for 2007 was approximately 64,000 bbl/d (2006 - 64,000 bbl/d),

The Primrose East Expansion, a new facility located 15 kilometers from the existing Primrose South steam plant and 25 kilometers from the Wolf
Lake central processing facility, is anticipated to add approxirmately 40,000 bbl/d when complete. The Primrose East Expansion received Board
of Directors’ sanction in 2006 and the Alberia Energy and Ulilities Board regulatory approval in early 2007. Drilling and construction are currently
underway, and preduction is targeted to commence in 2009.

The next phase of the Company’s In-Situ Qil Sands Assets expansion is the Kirby project located 120 kilometers north of the existing Primrose
facilites. The Kirby project is anticipated to add an additional 45,000 bbl/d of production growth. During 2007, the Company filed a combined
application and Environmential Impact Assessment for this project with Alberta Environment and the Alberta Energy and Utilities Board. Final
corporale sanclion and project scope will be impacted by environmental regulations and their associated costs.

Development of new pads and secondary recovery conversion projects at Pelican Lake continued as expected throughout 2007. Drilling
consisted of 125 herizontal crude ail wells, with plans to drill 105 additional horizontal crude oil wells in 2008. The response from the water and
polymer flood projects confinues to be positive. Pelican Lake production averaged approximately 34,000 bbl/d in 2007 (2006 ~ 30,000 bbl/d).

Due fo growing concerns relating to increased environmental costs for upgraders located in Canada, inflationary capital cost pressures and
narrowing heavy oll differentials in Norih America, the Company has, al this point in fime, deferred the Design Basis Memorandum and
Engineering Design Specification of the Canadian Natural Upgrader, ouiside of the Horizon Project, pending clarification on the cost of future
enviranmental legislation and a more stable cost environment.

For 2008, the Company's overall drilling activity in North America is expected lo comprise approximately 314 natural gas wells and 526 crude oil
wells, excluding stratigraphic and service wells.

HORIZON PROJECT
The Horizon Project is designed as a phased development and includes two components: the mining of bitumen and an onsite upgrader.
Phase 1 preduction is targeted to commence in the third quarer of 2008 ramping up to 110,000 bbl/d of 34° APISCO.

Work progress on the Horizon Project was 90% complete at year end. The project status as at December 31, 2007 was as follows:

Overall detailed engineering 98.5% complete and substantially complete in most areas;

Overall procurement 99% complete with over $5.6 billion in purchase orders and confracts awarded;
Commenced receipt and site assembly of Mine Operations equipment {Shovels and Heavy Haul Trucks);
Ov;eroll construction progress 85% complete;

Mine overburden removal approximately 72% complete and 0.6 million bank cubic meters ahead of schedule;
Main Control Room Distributed Conirol Systems equipment powered and tested;

Commissioned 260kV Transmission Line and turned over lo operations;

Commissioned Raw Water Pumphouse and turned over to opetations;

Completed reformer erection in Hydrogen Plant;

Completed installation and pre-commissioning of CPl Separator Building;

Completed the closure of Dyke 10 (external tailings pond}in Mining;

Completed erection of Crushing Plants and conveyors in Ore Preparation Areq;

Completed Primary Separation Cells in Extraction; and

Completed construction of Main Laboraiory.

The Company has budgeted construction costs of approximately $1.7 billion 1o $1.9 billion for 2008 related to the planned completion of Phase 1
of the Horizon Projec.
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NORTH SEA

In 2007, the Company continued with ifs planned program of infill drilling, recompletions, workovers and walerflood optfimizations, ond the
execution of its long-term facilities strategy. During 2007, 7.2 net wells were drilled, including 3.5 net water injectors, with an additional 1.6 net
wells drilling at year end.

Commissioning of the Columba E Raw Water Injection project was successfully completed on time and on budget during 2007 and 2 water
injection wells were delivered, allowing water injection into the reservoir to commence. Injection rates delivered were below expectation due
to lower reservoir quality. A detailed technical evaluation has been carried out and is being executed to deliver required injection rates under
sustained fracture conditions.

During 2007, the subsea project to bring gas lift 1o the Kyle Field was successfully completed, delivering above expectation production at the
Banff / Kyle hub.,

The development of the Lyell Field confinued during the year with 2 production wells coming on stream through the existing infrastructure.
Production from these initicl Lyell wells was below expectafion and future development plans are being re-evaluated as a result. The Company
remains committed to unlocking the remaining development potential at the Lyell Field with a phased approach.

Ai the Ninian Field, the Company continued to execute its long-term facilities sirategy, with investment in the Ninian South platform infrasiruciure
in particular. In addition, infill locations were successhully developed, with production delivery from these wells in line with expectations, and
water injection capacity was successfully increased.

In December 2007, the Company completed the sale of its working interest in the B-Block, comprising the Balmoral, Stitting, and Glamis Fields.

OFFSHORE WEST AFRICA
During 2007, 4.7 net wells were drilled with 0.6 wells driliing of year end.

Development drilling on West Espoir continued during 2007 with 5 additional production wells and 2 additional injector wells added. West Espoir
development drilling was completed in early 2008, on budget and on time.

During 2007, the Company awarded a coniract for the upgrade of the Espoir FPSQ in order to increase the throughput handling capability of the
vessel. Design and procurement work commenced during the year. Production volumes will not be significantly impacted during the installation
work, scheduled to complete in late 2009, Gross fluids processing capacity will increase from 50,000 bbl/d to 70,000 bbl/d, with natural gas
handling capacity increasing from 55 mmicf/d to 75 mmcf/d upon completion of the project.

At the 90% owned and operated Olowi Field in offshore Gabon, all major construction contracts have been awarded, and construction of the
wellhead towers and the FPSO is ongoing. The project is on schedule with drilling targeted to commence in the second quarter of 2008 and first
crude oil targeted in late 2008. Olowi production is targeted to plaleau af approximately 20,000 bbl/d, net to the Company.

LIQUIDITY AND CAPITAL RESOURCES

1% rrillions, excep? ratios) 2007 2006 2005
Working capital deficit i $ 1382 5 832 % 1,774
Long-term debt $ 10,940 $ 11,043 % 3.321
Shareholders” equity .- .

Share capital L o - $ 2678 5 2562 5 2442
Relained earnings . 10,575 8.14 5804
Accumulated other comprehensive income {loss] 72 {13 19
Total $ 13,321 $ 10,690 $ 8,237
Debt 1o book capiialization 2@ - 45% 51% 29%
Debt 1o marke! capitdlization @1 22% 25% 0%
Afler tax refurn on average common shareholders’ equiry ¥ . 22% 27% 14%
After 1ax return on average capital employed ¢ 12% 17% 10%

(It Cakulated as current assels less current liabilities.

[2) Long-term debt at December 31, 2007 is siated al its carrying value, net of fair value adjustments, original issue discounts and fransaction costs. Amounis for periods prior 1o
January 1, 2007 were not adjusted for these items.

[3) Calculated as long-term debt; divided by the bock value of cormman shareholders' equity ptus long-ferm debt.

(4 Cakulated as long-term debt; divided by the market value of commaon shareholders’ equity plus long-term debt.

(5] Calculated os nel earnings for the year; as a percentage of average comman shareholders’ equity for the year.

16] Calculated as net earnings plus affer-tax interest expense for the year; as o percentoge of average capital employed. Average capital employed is the average shoreholders’
equity ond long-ferm debt for the year, including $7,001 million in average copital employed refated to the Horizon Project (2006 - $3,760 million; 2005 - 51,421 million).

The Company's capital resources at December 31, 2007 consisted primarily of cash flow from operations, available credit facilities and access
1o debt capital markets. Cash flow from operations is dependent on factors discussed in the Risks and Uncertainties section of this MD&A.
The Company’s ability to renew exisling credit faciliies and raise new debt is also dependent upon these factors, as well as maintaining an
investment grade debt rating and the condition of capital and credit markets. Management believes infernally generated cash flows supporied
by the implementation of the Company’s hedge policy, the flexibility of its capital expenditure programs supported by its multi-year financial
plans, the Company's existing credit facilities and the Company’s ability 1o raise new debt on commercially acceptable terms, will be sufficient fo
sustain its operations and support iis growth strategy. The Company's current debt ratings are BBB [highl with a negative trend by DBRS Limited,
Bao? with a stable outlook by Moody's investors Service and BBB with a stable outlook by Standard & Poor's. The Company does not have any
direct exposure to asset-backed commercial paper.
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At December 31, 2007, the Company had undrawn bank lines of credit of $1,442 million. Details related to the Company's long-term
deb! at December 31, 2007 are disclosed in note 5 to the Companys audited annual consolidated financial statements. Subsequent fo
December 31, 2007, the Company issued an aggregate US$1,200 million of unsecured notes. Proceeds from the securilies issued were used fo
repay bankers' acceptances under the Cormpany’s bank credit facilities.

AtDecember 31, 2007, the Company’s working capital deficit was $1,382 million and included the current portion of the stock-based compensation
liability of $390 million and the current porfion of the net mark-to-market liability for risk management derivative financial instruments of
51,227 million. The settlernent of the slock-based compensation liability is dependant upon both the surrender of vested stock options for
cash settlement by employees and the value of the Company's share price at the time of surrender. The cash seftlement amount of the risk
management derivative financial instruments may vary materially depending upon the underlying crude oil and natural gas prices at the time
of final settlement of the derivative financial instruments, as compared to their mark-to-market value at December 31, 2007.

The Company believes it has the necessary financial capacity to complete the Horizon Project, while at the same time not compromising
convenfional crude oil and natural gas growth opportunities. The financing of Phase 1 of the Horizon Projecit development is guided by the
compeling principles of refaining as much direct ownership interest as possible while maintaining a sirong balance sheet.

Long-term deb! was $10,940 million ot December 31, 2007, resulting in a debt to book capitalization level of 45% as at December 31, 2007
(December 31, 2006 — 51%). While this ratic is at the high end of the 35% fo 45% range targeted by monagement, the Company remains
committed to maintaining o strong balance sheet and flexible capital struclure, and expects its debt fo book capitalization ratio 1o be near the
midpoint of the range in late 2008. While the Company believes that it has the balance sheet strength and flexibility to complete Phase 1 of the
Horizon Projedt, as well as its other planned capital expenditure programs, the Company has hedged a significant portion of its crude oil and
notural gas preduction for 2008 at prices that protect investment returns. In the future, the Company may also consider the divestiture of certain
non-strategic and non-core properties to gain additional balance sheet flexibility.

The Company's commodity hedging program reduces the risk of volatility in commodity price markets and supports the Company's cash flow
for its capital expenditures throughout the Horizon Project construction period. This program allows for the hedging of up to 75% of the near
12 months budgeted production, up to 50% of the following 13 to 24 months estimated production and up to 25% of production expected in
months 25 to 48. For the purpose of this program, the purchase of crude oil put opfions is in addition to the above parameters. In accordance
with the policy, approximately 65% of budgeted crude oil volurnes are hedged for 2008 and approximately 53% of budgeted natural gas
volumes are hedged for the first quarter of 2008. Subsequent to December 31, 2007, the Company hedged 25,000 bbl/d of crude oil volumes
for 2009 ysing WTI collars with a U5$70.00 floor.

The Company has the following commodity related net financial derivatives ovistanding as at December 31, 2007:

Remaining term Volume Weighted average price Index
Crude oil
Crude oil price collars " Jan 2008 - Mar 2008 50.000 bhbl/d US$60.00 - US580.06 Wl
Jan 2008 - Jun 2008 25,000 bbl/d US$60.00 - US$580.44 Wil
Apr 2008 - Sep 2008 25,000 bbl/d U5360.00 - US580.46 WII
Jul 2008 - Sep 2008 25,000 bbl/d US$70.00 - US$123.75 WTI
Qct 2008 - Dec 2008 25,000 bbl/d US$70.00 — US$112.63 WTI
Jan 2008 - Dec 2008 20,000 bbl/d US$50.00 - US$65.53 Mayan Heavy
Jan 2008 — Dec 2008 50,000 bbl/d USH60.00 - US$75.22 WTI
Jan 2008 - Dec 2008 50,000 bbl/d US$60.00 - US$76.05 WII
Jan 2008 - Dec 2008 50,000 bbl/d US$60.00 - US$76.98 WTI
Crude oil puts Jan 2008 — Dec 2008 50,000 bbi/d US$55.00 W
Natural gas
AECO price collars Jan 2008 - Mar 2008 400,000 GJ/d C$7.00 - C$14.08 AECO
Jan 2008 - mMar 2008 500,000 GJ/d C$7.50 — C$10.81 AECO

Il Subsequent to December 31, 2007, the Company entered info 25,000 bbl/d of US$70.00 - US$111,56 WTI collars for the period Jonuary to December 2609,

The Company’s outstanding commaedity financial derivatives are expected to be sefiled monthly based on the applicable index pricing for the
respective contract month.
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LONG-TERM DEBT
The Company's long-term debt of $10,940 million at December 31, 2007 was comprised of drawings under its bank credit facilities and debt
issuances under medium and long-term unsecured noles.

BANK CREDIT FACILITIES

As at December 31, 2007, the Company had in place unsecured bank credit facilities of $6,209 million, comprised of:
a $100 million demand credit facility;

o non-revolving syndicated credit facility of $2,350 million maturing Oclober 2009;

a revolving syndicated credit facility of $2,230 millien maturing June 2012;

a revolving syndicated credit facility of $1,500 million maturing June 2012; end

a £15 million demand credit facility related io the Company’s North Sea operations.

During 2007, one of the revolving syndicated credit facilities was increased from $1,825 million to $2,230 million and a $500 million demand credit
facility was terminated. The revolving syndicated credit facilities were also extended and now mature June 2012, Both facilifies are extendible
annually for one year periods at the mutual agreement of the Company and the lenders. If the facilities are not extended, the full amount of the
outstanding principal would be repayable cn the maturity date.

In conjunction with the closing of the acquisition of ACC in November 2006, the Company executed a $3,850 million, non-revolving syndicated
credit facility maturing in October 2009. In March 2007, $1,500 million was repaid, reducing the facility to $2,350 million.

In addition 1o the outstanding debt, letters of credit and financial guarantees aggregating $345 million, including $300 million related to the
Horizon Project, were outstanding at December 31, 2007.

MEDIUM-TERM NOTES

in December 2007, the Company issued $400 million of unsecured nofes maturing December 2010, bearing interest at 5.50%. Proceeds from
the securities issued were used 16 repay bankers’ acceptances under the Company’s bank credit facilities. Affer issuing these securities, the
Company has $2,600 million remaining on its outstanding $3,000 million base shelf prospectus filed in September 2007 that allows for the issue
of medium-term notes in Canada until Qctober 2009. If issued, these securities will bear inferest as determined at the date of issuance,

During 2007, $125 million of the 7.40% unsecured debentures due March 1, 2007 were repaid.

In 2006, the Company issued $400 million of debt securities maturing January 2013, bearing interest ot 4.50%. Proceeds from the securities
issued were used fo repay bankers’ acceptances under the Company’s bank credit focilities.

SENIOR UNSECURED NOTES
The adjustable rate senior unsecured notes bear interest at 6.54%, with annual principal repayments of US$31 million due in May 2008 and
May 2009, During 2007, US$31 million of the senior unsecured notes were repaid.

US DOLLAR DEBT SECURITIES

In March 2007, the Company issued US$2,200 million of unsecured notes, comprised of US$1,100 million of unsecured notes maturing
May 2017 and US$1,100 million of unsecured notes maturing March 2038, bearing inferest at 5.70% and 6.25%, respectively. Concurrently, the
Company entered into cross currency swaps to fix the Canadian dollar interest and principal repayment amounts on the entire US$1,100 million
of unsecured notes due May 2017 at 5.10% ond C$1,287 million. The Company also entered into a cross currency swap to fix the Canadian doller
interest and principal repayment amounts on US$550 million of unsecured notes due March 2038 at 5.76% and C$644 million. Proceeds from
the securities issued were used lo repay bankers' acceptances under the Company’s bank credit facilities.

During 2007, the Company de-designated the portion of its US dollar denominated debt previcusly hedged against its net invesiment in
US dollar based self-sustaining foreign operations. Accordingly, afl foreign exchange {gains) losses arising each period on US dollar denominated
long-term debt are now recognized in the consolidated statement of earnings.

In 2006, the Company issued US$250 million of unsecured notes maturing August 2016 and Us$450 million of unsecured notes maturing
February 2037, bearing interest at 6.00% and 6.50%, respectively. Concurrently, the Company enfered inlo cross currency swaps fo fix the
Conadian doflar interest and principal repayment ameunts on the US$250 million notes at 5.40% and C$279 million. Proceeds from the securities
issued were used to repay bankers’ acceptances under the Company’s bank credit facilities.

In September 2007, the Company filed a base shelf prospectus that allows for the issue of up to US$3,000 million of debt securities in the US
uniil October 2009.

Subsequent to December 31, 2007, the Company issued US$1,200 million of unsecured nctes under this US base shelf prospectus,
comprised of 53400 million of 5.15% unsecured notes due February 2013, US$400 million of 5.90% unsecured notes due February 2018, and
Us$400 million of 6.75% unsecured notes due February 2039. Proceeds from the securities issued were used to repay bankers' acceptances
under the Company’s bank credit facilities. ARer issuing these securities, the Company has US$1,800 million remaining on its outstanding
US33,000 million base shelf prospectus. If issued, these securities will bear interest as determined at the dote of issuance.
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SHARE CAPITAL
As at December 31, 2007, there were 539,729,000 common shares outstanding and 30,659,000 stock options outstanding. As at
February 26, 2008, the Company had 540,252,000 cormmon shares outstanding and 29,173,000 stock options cutstanding.

During 2007, the Company did not purchase any comman shares for cancellation pursuant fo the Normal Course Issuer Bid previously filed
for the 12-moenth period beginning January 24, 2007 and ending January 23, 2008 (2006 — 485,000 common shares were purchased at an
average price of $57.33 per common share for a total cost of $28 million; 2005 - 850,000 common shares were purchased at an average
price of $53.2¢ per common share for a total cost of $45 million). The Company has decided not 1o renew the Normal Course Issuer Bid until
subsequent o the completion of Phase 1 of the Horizon Project.

In February 2008, the Company’s Board of Direclors approved an increase in the annual dividend paid by the Company to $0.40 per common
share for 2008. The increase represents an 18% increase from the prior year, recognizes the stability of the Company’s cash flow, ond provides
a refurn fo Shareholders. This is the eighth consecutive year in which the Company has paid dividends and the seventh consecutive year of an
increase in the distribution paid to its Shareholders. The dividend policy undergoes a periodic review by the Board of Directors and is subject
to change. In March 2007, an increase in the annual dividend paid by the Company was approved o $0.34 per common share for 2007. The
increase represented a 13% increase from 2006.

COMMITMENTS AND OFF BALANCE SHEET ARRANGEMENTS

In the normal course of business, the Company has enfered into various commitments that will have an impact on the Company's future
operations. These cammitments primarily relate to debt repayments; operating teases relating to offshore FPSOs, drilling rigs and office space;
and firm comritments for gathering, processing and transmission services; as well as expenditures relating fo ARO. As at December 31, 2007,
no entities were consolidated under CICA Haondbook Accounting Guideline 15, “Consclidation of Variable Interest Enfifies”. The fallowing table
summarizes the Company’s commitments as at December 31, 2007:

% millions) 2008 2009 2010 201 2012 Thereafter
Produci transportation and pipeline $ 232 $ 151 $ 137 $ 109 5 9N $ 972
Offshore equipment operating lease ™ $ 114 $ 129 $ n3 $ m $ 90 $ 387
Offshore drilling 2 5 27 % s S 39 0§ - S - 5 -
Assef refirernent obligations ¥ b 33 b 4 b 5 $ 4 b 4 5 4,376
Long-ferm debt 5 39 s 2361 S 400 S 395§ 346 5 5098
Interest expense @ $ 612 % 590 $ 487 8 465 % 74 3 4,338
Office lease b3 26 b 28 b 28 5 Y $ 3 3 -
Electricity and other & 166 $ 173 $ 25 5 4 $ - $ -

1 Ofishore equipment operating leases are primarily comprised of ebligations related to FPSCs. During 2006, the Corpany enfered inlo an agreement to lease an edditional FPSO
commencing in 2008, in cannection with the planned offshore development in Gabon, Otfshare West Africa. During the inifial ferm, the total annual payments for the Gabon FPSO
are estimated to be US$50 million.

{2l During 2007, the Company entered into a one-year agreement for offshore drilling services reloted 1o the Baobab Field in Cote dvoire, Offshore West Africa. The ogreement is
scheduled to commence in 2008, subject to #ig availabilily. Estimated total paymenis of US$100 million, after joint venture recoveries, hove been included in this table for the period
2008 -2009.

{3] During 2007, the Company awarded contracis for a drilling rig and for the construction of wellhead towers in connection with the planned ofishore development in Gobon,
Offshore West Africa. Estimated total payments of US$393 million have been included in this table for the period 2008 - 2010.

14 Amounls represent monagement's estimate of the future undiscounted payments to settle ARG related fo rescurce properties, facilities, and production platforms, based an
current legislation ond industry operating proctices. Amounts disclosed for the period 2008 — 2012 represent the minimum required expenditures to meet these obligations. Actual
expenditures in any parficular yeor may exceed these minimum amaounts,

[5] The leng-term debt represents principal repayments only and does not reflect fair value adjustments, original issue discounts or transaction costs. No debt repayments are
reflected for $2,366 rillion of revolving bank credit facilities due to the extendable nature of the fecilities.

16] Interest expense amounts represent the scheduled fixed-rate and varioble-rate cash payments related fo long-term debt. Interest on varigble-rate long-term debt wos estimated
based upon prevailing interest rates as of Decernber 3, 2007.

In addition to the amounts disclosed above, the Company has budgeted construction costs of approximatety $i.7 billion to $1.9 billion for 2008
related to the planned completion of Phase 1 of the Horizon Project.

LEGAL PROCEEDINGS

The Company is defendant and plaintiff in @ number of legal actions that arise in the normal course of business. In addition, the Company
is subject to certain contractor construction claims related fo the Horizon Project. The Company believes that any liabilities that might arise
pertaining to any such matters would not have a material effect on its consclidated financial posifion,

RESERVES

For the year ended December 31, 2007, the Company retained qualified independent reserve evaluators, Sproule Associates Limited ["Sproule”)
and Ryder Scott Company [“Ryder Scoft') 1o evaluate 100% of the Company's conventional proved, as well as proved and probable crude oil, NGLs
and natural gas reserves "2 and prepare Evaluation Reports on these reserves. Sproule evaluated the Company’s North America conventional
assets and Ryder Scott evalualed the international conventional assets. The Company has been granted an exemption from National instrument
51-101 - "Standards of Disclosure for Oil and Gas Activities™ I'NI 51-10V), which prescribes the standards for the preparation and disclosure of
reserves and related information for companies listed in Canada. This exemption allows the Company to substifute SEC requirements for cerfain
disclosures required under NI 51-101. There are three principal differences between the two standards. The first is the requirement under NI 51-101
1o disclose both proved and proved and probable reserves, as well as the related net present value of future net revenues using forecast
prices and costs. The second is in the definition of proved reserves; however, os discussed in the Canadian Oil and Gas Evaluation
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Handbaook "COGEH"), the standards that Ni 51-101 employs, the difference in estimated proved reserves based on constant pricing and costs
between the two standards is not material. The third is the requirement to disclose a gross reserve reconciliation [before the consideration of
royalties). The Company discloses its reserve reconciliation nef of royalties in adherence to SEC requirements.

The Company annually discloses proved conventional reserves and the Standardized Measure of discounted future net cash flows using year
end constant prices and costs as mandated by the SEC in the supplementary cil and gas information section of the Annual Report. The Company
has elected to provide the nei present value ® of these same conventional proved reserves as well as its conventional proved and probable
reserves and the nef present value of these reserves under the same parameters as additional voluntary information. The Company has also
elected to provide both proved and proved and probable conventional reserves and the net present value of these reserves using forecast
prices and costs as additional voluntary information, which is disclosed in the Company’s Annual Information Form.

For the year ended December 31, 2007, the Company retained a qualified independent reserves evaluator, GL Petroleum Consuliants Ltd. ("GL"),
to evaluate 100% of Phases 1through 3 of the Company’s Horizon Project and prepare an Evaluation Report on the Company's proved, as well
as proved and probable oil sands mining reserves incorporating both the mining and upgrading projects. These reserves were evaluated
adhering to the requirements of SEC Industry Guide 7 using year end constant pricing and have been disclosed separately from the Company’s
conveniiona! proved and proved and probable crude oil, NGL and natural gas reserves.

The Reserves Committee of the Company’s Board of Directors has met with and carried out independent due diligence procedures with each of
Sproule, Ryder Scott and GLI to review the qualifications of and procedures used by each evaluator in determining the estimate of the Company’s
quantities and net present value of remaining conventional crude oil, NGLs and natural gas reserves as well as the Company’s quantity of oil
sands mining reserves,

Additional reserves disclosure is annually disclosed in the supplementary oil and gas infarmation of the Annual Report.

1 Conventional crude oil, NGLs and natural gas includes oll of the Company’s light/medium, primary heavy, and thermal crude oil, natura! gos, coal bed methane and NGLs acfivities.
It does not include the Company's ol sands mining assets.

12} Net present values of conventional reserves are based upon discounted cash flows prior to the cansideration of income taxes ond existing asset abandonment liabilities. Only
future development costs and associated material well abandonment liabilities have been applied.

{3) Conventional crude oil, NGLs, ond notural gas reserves, net of royalties, are estimated using royalty regulations in effect as of December 31, 2007. Similarly, bitumen
and synthetic crude oit reserves, net of royalties, relating to surface mineable oil sand projects are estimated using roycly regulations in effect as of December 31, 2007.
Royalty changes proposed by the Government of Alberta will be incorporated in the reserves evatuation should they be enacted.

RISKS AND UNCERTAINTIES
The Company is exposed to various operational risks inherent in exploring, developing, producing and marketing crude oil and natural gas and
the mining and upgrading of bitumen into synthetic crude oil. These inherent risks inctude, but are not limited to, the following items:

w Economic risk of finding, producing and replacing reserves at o reasonable cost, including the risk of reserve revisions due fo economic and
technical factors. Reserve revisions can have a posifive or negative impact on asset valuations, ARQ and depletion rates;

Prevailing prices of crude cil and natural gas;

Regulatory risk related to approval for exploration and development activities, which can add to cosis or cause delays in projects;

Labour risk associated with securing the manpower necessary fo complete capital projects in a timely and cost effective manner;
Operating hazards and other difficulties inherent in the exploration for and production and sale of crude cil and natural gas;

Success of exploration and development activities;

Timing and success of integrating the business and operations of acquired companies;

Credit risk related fo non-payment for sales contracts or non-performance by counterparties to contracts;

Interest rate risk associated with the Company's ability to secure financing on commercially acceptable ferms;

Foreign exchange risk due fo fluctuating exchange rates on the Company’s US dollar denominated debt and as the majority of sales are
based in US dollars;

Environmental impact risk associated with exploration and development activifies, including GHG;

m Risk of catastrophic loss due fo fire, explosion or acts of nature;

»  Geopolitical risks associated with changing governmental policies, social instability and other political, economic or diplomatic developments
in the Company’s operations; and

a Other circumstances affecting revenue and expenses.

The Company uses a variety of means to help mitigate and/or minimize these risks. The Company maintains a comprehensive insurance
program 1o reduce risk fo an acceplable level and to protect it against significant losses. Operational conirol is enhanced by focusing efforts
on large core areas with high working interests and by assuming operatorship of key facilifies. Product mix is diversified, consisting of the
production of natural gas and the production of crude oil of various grades. The Company believes this diversification reduces price risk when
compared with over-leverage to one commaodity. Accounts receivable from the sale of crude oil and natural gas are mainly with customers in
the crude oil and natural gas industry and are subject to normal industry credit risks. The Company reviews its exposure to individual companies
on a regular basis and where appropriate, ensures that parental guarantees or letters of credit are in place to minimize the impact in the event
of default. Derivative financial instruments are utilized to help ensure targets are met and to manage commeodity prices, foreign currency rates
and interest rate exposure. The Company minimizes credit risk by entering into financial derivalives with enfities which are substantially all
investment grade. The arrangements and policies concerning the Company’s financial instruments are under constant review and may change
depending upen the prevailing market condifions.



Canadian Natural
Page 62

The Company’s capifal structure mix is also menitored on a continual basis to ensure that it optimizes fiexibility, minimizes cost and offers the
greatest opportunity for growth. This includes the determination of a reasonable level of debt and any interest rate exposure risk that may exist.

For additional detail regarding the Company’s risks and uncertainties, refer to the Company’s Annual Information Form.

ENVIRONMENT

The crude oil and natural gas industry is experiencing incremental increases in costs related to environmental regulation, particularly in
North America and the North Sea. Existing and expected legislation and regulations will require the Company to address and mitigate the effect
ofits activities on the environment. Increasingly stringent laws and regulations may have an adverse effect on the Company’s future net earnings
and cash flow from operations.

The Company’s associated risk management strategies focus on working with legislators and regulators to ensure that any new or revised
policies, legislation or regulations properly reflect a balanced approach to sustainable development. Specific measures in response fo existing
or new legislation include a facus on the Company’s energy efficiency, air emissions management, released water quality, reduced fresh water
use and the minimization of the impact on the landscape. The Company’s strategy employs an Environmental Management Plan (the "Plan”).
Details of the Plan and the results are presented to, and reviewed by, the Board of Directors quarterly.

The Company's Plan and operating guidelines focus on minimizing the impact of operations while meeting regulatory requirements, regional
management framewarks, indusiry operating standards and guidelines, and infernal corporate standards. The Company, as part of this Plan,
has implemented a preactive pragram that includes:

An internal environmental compliance audit and inspection program of the Company’s operating facilifies;

A suspended well inspection program to support future development or eventual abandonment;

Appropriate reclamation and decommissioning standards for wells and facilities ready for abandonment;

An effective surface rectamation program;

A due diligence program related to groundwater monitcring;

An active program related to preventing and reclaiming spill sites;

A solution gas reduction and conservation program,

A prograrm to replace the majority of fresh water for steaming with brackish water;

Environmental planning for all projects fo assess impacts and to implement avoidance, and mitigation pregrams;

Reporting for environmental liabilities;

A program to optimize efficiencies af the Company's operating facilities; and

Continued evaluation of new technologies to reduce environmental impacts.

The Company has also established stringent operating standards in four areas:

= Using water-based, environmentally friendly drilling muds whenever possible;

a Implementing cost effective ways of reducing GHG emissions per unit of production;

s Exercising care with respect to alf waste produced through effective waste management plans; and
»  Minimizing produced water volumes onshore and offshore through cost-effective measures.

For 2007, the Company's capital expendilures included $71 million for abandonment expenditures (2006 - $75 million; 2005 - $46 million).
The Company's estimated undiscounted ARQ af December 31, 2007 was as follows:

Estimated ARQ, undiscounted (s milions) 2007 2006
North America 1 3038 _§ 2,826
Morth Sea 1286 1,543
Offshare West Africa 102 128

4426 4,497
Norih Sea PRT recovery {555) 1625)

$ 3871 $ 3,872

The estimate of ARQ is based on estimates of future costs to abandon and restore the wells, produclion facilities and offshore produclion
platforms. Factors that affect costs include number of wells drilled, well depth and the specific environmental legislation. The estimated
cosls are based on engineering estimates using current costs in accordance with present legislation and industry operaling practice. The
Company’s sirategy in the North Sea consists of developing commercial hubs around its core operated properties with the goal of increasing
production, lowering costs and extending the economic lives of its production facilities, thereby delaying the eventual abandonment dates. The
future abandonment costs incurred in the North Sea are expected to result in an estimated PRT recovery of $555 million (2006 — $625 million;
2005 - $370 million}, as abandonment costs are an allowable deduction in determining PRT and may be carried back to reclaim PRT previously
paid. The expected PRT recovery reduces the Company’s nef undiscounted abandonment liability to $3,871 million (2006 — $3,872 million).
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GREENHOUSE GAS AND OTHER AIR EMISSIONS

The Company is concurrently working with legislators and regulators as they develop and imptement new GHG emission laws and regulgiions.
Internally, the Company is pursuing an integrated emissions reduction sirategy, to ensure that it is able to comply with existing and future
emission reductions requirements. The Company continves to develop strategies that will enable it to deal with the risks and opporiunities
associated with new GHG and air emissions policies. In addition, the Company is warking with relevant parfies to ensure that new policies
encourage innovation, energy efficiency, largeted research and development while not impacting competitiveness.

In Canada, the Federal government has indicated its infent to develop regulations that would be in effect in 2010 to address industrial GHG
emissions. The Federal Government has also outlined national and sectoral reduction targets for several categories of air pollutants. In Alberta,
GHG regulations came into effect July 1, 2007, affecting facilities emitting more than 100 kilotonnes of CO,e annually. In the UK, GHG regulations
have been in effect since 2005. The Company has strategies in place to ensure compliance with any requirements currently in effect.

There are a number of unresolved issues in relation to Canadian Federal and Provincial GHG regulatory requirements. Key among them is an
appropriate facility emission threshold, availability and duration of compliance mechanisms, and resolution of federal/provincial harmonization
agreements. The Company confinues to pursue GHG emission reduction inftiafives including solution gas conservaticn, CO, capture and
sequestration in oil sands tailings, CO, capture and storage in association with enhanced oil recavery, and participation in an industry inifiative
to promote an integrated CO, capture and storage network.

The additional requirements of enacled or proposed GHG legislation on the Company's operations will increase capital expenditures and
operating expenses, especially those related lo the Horizon Project and the Company’s other existing and planned large oil sands projects. This
may have an adverse effect on the Company’s net eamings and cash flow from operations.

Air poliutant standards and guidelines are being developed federally and provincially and the Company is participating in these discussions.
Ambient air quality and sector based reductions in air emissions are being reviewad. Through participation of the Company and the industry with
stakeholders, guidelines have been developed that adopt a structured process io emission reductions that is commensurate with technolegical
development and operational requirements.

CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements requires the Company to make judgements, assumptions and estirmates in the application of GAAP that
have a significant impact on the financial results of the Company. Actual results could differ from those estimates, and those differences could
be material. Crifical accounting estimates are reviewed by the Company’s Audit Committee annually. The Company believes Ihe following are
the most critical accounting estimates in preparing its consolidated financial statements.

PROPERTY, PLANT AND EQUIPMENT / DEPLETION, DEPRECIATION AND AMORTIZATION

The Company follows the full cost methed of accounting for its conventional crude oil and natural gas properties and equipment. Accordingly,
all costs relating to the exploration for and development of conventional crude oil and natural gas reserves, whether successful or not, are
capitalized and accumulated in country-by-country cost centres. Proceeds on disposal of properties are ordinarily deducted from such costs
without recognition of a gain or loss except where such disposifions result in a change in the depletion rate of the specific cost cenire of 20%
or more. Under Canadian GAAR, substantially all of the capitafized costs and future capital costs related jo each cosi centre from which there
is production are depleted on the unit-of-production method based on the estimated proved reserves of that country using estimated future
prices and costs, rather than constant dollar pricing as required by the SEC. The carrying amount of crude oil and natural gas properties in
each cost centre may not exceed their recoverable amount {"the ceiling testl. The recoverable amaunt is calculated as the undiscounted cash
flow using proved reserves and estimated future prices and costs. If the carrying amount of a cost centre exceeds its recoverable amount, an
impairment loss equal to the amount by which the carrying amount of the properties exceeds their estimated fair value is charged against net
earnings. Fair value is calculated as the cash flow from those properties using proved and probable reserves and estimated fulure prices and
costs, discounted af a risk-free interes! rate.

The alternate acceptable method of accounting for crude oil and naturat gas properties and equipment s the successful efforts method. A maior
difference in applying the successful efforts method is that exploratory dry holes and geological and geophysical exploration costs would be
charged against net earnings in the year incurred rather than being capitalized to property, plant and equipment. in addition, under this method
cost cenfres are defined based on reserve pools rather than by country. The use of the full cost method usually results in higher capitalized costs
and increased DD&A rates compared to the successfut efforts method.

CRUDE OIL AND NATURAL GAS RESERVES
The Company retains qualified independent reserves evaluators to evaluate the Company's proved, and proved and probable crude oil and
natural gas reserves. In 2007, 100% of the Company's reserves were evaluated by qualified independent reserves evaluators.

The estimation of reserves involves the exercise of judgement. Forecasts are based on engineering data, esfimated future prices, expected future
rates of production and the timing of future capital expenditures, all of which are subject to many uncertainties and interpretations. The Company
expects that over fime its reserve estimates will be revised either upward or downward based on updated information such as the results of
future drilling, testing and production levels. Reserve eslimates can have a significant impact on net earnings, as they are a key component
in the calculation of depletion, depreciation and amortization and for determining potential assel impairment. For example, @ revision to the
proved reserve estimates would result in a higher or lower DD&A charge to net earnings. Downward revisions to reserve estimates could olso
result in a write-down of crude oil and natural gas property, plant and equipment carrying amounts under the ceiling fes!.
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ASSET RETIREMENT OBLIGATIONS

Under CICA Handbook Section 3110, “Asset Retirement Obligations”, the Company is required to recognize a liability for the future refirement
obligations associated with its property, plant and equipment. An ARO is recognized to the extent of a legal obligation associated with the
retirement of a tangible long-lived asset the Company is required to settle as a result of an exisfing or enacled law, sfatute, ordinance or written
or oral contrac, or by legal construction of a contract under the doctrine of promissory estoppel. The ARQ is based on estimated costs, taking
info account the anticipated method and extent of restoration consistent with legal requirements, technological advances and the possible use
of the site. Since these estimates are specific fo the sites involved, there are many individual assumptions underlying the Company’s total ARO
amount. These individual assumptions can be subject fo change.

The estimated fair values of ARO related to long-term assets are recognized as a liability in the period in which they are incurred. Retirement
costs equal to the estimated fair value of the ARO are capitalized as part of the cost of associated capital assets and are amertized to expense
through depletion over the life of the assel. The fair value of the ARO is esfimated by discounting the expected future cash flows to settle the
ARO al the Company’s average credit-adjusted risk-free interest rate, which is currenily 6.6%. In subsequent periods, the ARO is adjusted for the
passage of time and for any changes in the amount or timing of the underlying future cash flows. The estimates described impact earnings by
way of depletion on the capital cost and accretion an the asset refirement liability. In addition, differences between actual and estimated costs
to seftle the ARO, timing of cash flows fo settle the obligation and future inflation rates could resutt in gains or losses on the final settlement of
the ARC.

An ARO is not recognized for assets with an indeterminate useful life le.g. pipeline assets and the Horizon Project upgrader and related
infrastructure) because an amount cannol be reasonably determined. An ARO for these assets will be recorded in the first period in which the
lives of these assets are determinable.

INCOME TAXES

The Company follows the liability method of accounting for income taxes. Under this method, future income tax assets and liabilifies are
recognized based on the estimated tax effects of temporary differences between the carrying value of assefs and liabilities in the consolidated
financial statements and their respective tax bases, using income tax rates substantively enacted as of the consolidated balance sheet
date. Accounting for income taxes is a complex process that requires management to interpret frequently changing laws and regulations
le.g. changing income tax rates) and make certain judgements with respect to the application of tax law, estimating the timing of temporary
difference reversals, and estimating the realizability of tax assels. These inferprefations and judgements impact the current and future income
tax provisions, fulure income tax assets and liabilities and net earnings.

RISK MANAGEMENT ACTIVITIES
The Company utilizes various derivative financial instruments to manage its commodity price, currency and interest rate exposures. These
derivative financial instruments are not intended for trading or speculative purposes.

Effective January 1, 2007, the Company adopted the new accounting standards relafing to the accounting for and disclosure of financial
instruments. The effects of adopting these standards on the Company's opening balance sheet are discussed in further detail in the “Risk
Management Activifies™ section of this MD&A. All derivative financial instruments are recognized at estimated fair value on the consolidated
balance sheet at each balance sheet date. The estimated fair value of derivative instruments has been defermined based on appropriate
infernal valuation methodologies and/or third party indications. However, these estimates may not necessarily be indicative of the amounts that
could be realized or seftled in a current market transaction and these differences may be material.

PURCHASE PRICE ALLOCATIONS

The purchase prices of business combinations and asset acquisifions are allocated to the undertying acquired assets and liabilities based on
their estimated fair value at the time of acquisition. The determination of fair value requires the Company to make assumptions and estimates
regarding future events. The allocation process is inherently subjective and impacts the amounts assigned to individually ideniifiable assets and
liabilities. As a result, the purchase price allocation impacts the Company's reported assets and liabilities and future net earnings due to the
impact on future DD&A expense and impairment tests,

The Company has made various assumptions in determining the fair values of the acquired assets and liabilities. The most significantassumptions
and judgements relate o the estimation of the fair vatue of the crude oil and natural gas properties. To determine the fair value of these properties,
the Company estimates la) crude oil and natural gas reserves, and (bl future prices of crude oil and natural gas. Reserve estimates are based
on the work performed by the Company’s engineers and outside consultants. The judgements associated with these estimated reserves are
described above in "Crude Oil and Natural Gas Reserves”. Esfimates of future prices are based on prices derived from price forecasts among
industry analysts and internal assessments. The Company applies estimated fulure prices to the estimated reserves quantities acquired, and
esfimates future operating and development costs, to arrive at estimated future net revenues for the properties acquired.
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CONTROL ENVIRONMENT

The Company's management, including the President and Chief Operating Officer and the Chief Financial Officer and Senior Vice-President,
Finance, evaluated the effectiveness of disclosure controls and procedures as at December 31, 2007, and concluded that disclosure controls
and procedures are effective to ensure that information required to be disclosed by the Company in its annual filings and other reports filed
with securities regulatory autharities in Canada and the United States is recorded, processed, summarized and reported within the fime periods
specified and such information is accumulated and communicated 1o allow timely decisions regarding required disclosures.

The President and Chief Operating Officer and the Chief Financial Officer and Senior Vice-President, Finance also performed an assessment of
infernal control over financial reporting as at December 31, 2007, and concluded that internal control over financial reporting is effective. Further,
there were no changes in the Company’s internal control over financial reporting during 2007 thal have materially affected, or are reasonably
likely to materially affect, internal controls over financial reporting.

While the Company believes that its disclosure controls and procedures and internal controls over financial reporting provide a reasonable level
of assurance that they are effective, it recognizes that all infernal contro! systems have inherent limitations. Because of its inherent limitations,
the Company's internal control system may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

NEW ACCOUNTING STANDARDS
Effective January 1, 2008, the Company will adopt the following three new accounting standards issued by the CICA:

CAPITAL DISCLOSURES

m Section 1535 - “Capital Disclosures” requires entities o disclose their objectives, policies and processes for managing capital, as well as
quantitative data about capital. The section also requires the disclosure of any externally-imposed capital requirements and compliance with
those reguirements. The section does net define capital. The section affects disclosures only and will not impact the Company’s accounting
for capital.

INVENTORIES

u Section 3031 - "Inventories” replaces Section 3030 - “Inventories” and esiablishes new standards for the measurement of cost of inventories
and expands disclosure requirements for inventories. Adoption of this standard is not anticipated to have a materialimpact on the Company’s
financial staternents,

FINANCIAL INSTRUMENTS

m Seclion 3862 ~ “Financial Instruments — Disclosure™ and Section 3863 "Financial Instruments — Presentation” replace Section 3861 - "Financial
instruments - Disclosure and Presentation”. Section 3862 enhances disclosure requirements concerning risks and requires quantitative
and qualilative disclosures about exposures to risks arising from financial instruments. Section 3863 carries forward the presentation
requirements from Section 3861 unchanged. These standards affect disclosures only and will not impact the Company’s accounting for
financial instruments,

In additien, the following standard was issued during 2008 and will be effective for the Company’s year beginning on January 1, 2009, with
earlier adoplion permitted:

GOODWILL AND INTANGIBLE ASSETS

= Section 3064 - "Goodwill and Intangible Assets” replaces Section 3062 - "Goodwill and Other Intangible Assets” and Seclion 3450 - "Research
and Development Costs.” In addition, EIC-27 - "Revenue and Expenditures during the Pre-Operating Period” has been withdrawn. The new
standard addresses when an internally generated intangible asset meets the definition of an asset. Adoption of the new standard may
impact the Company’s capitalization of ceriain costs during the development and start-up of large development projects.

INTERNATIONAL FINANCIAL REPORTING STANDARDS
The CICA has confirmed that Canadian GAAP will be replaced in full with International Financial Reporting Standards as promulgated by the
International Accounting Standords Board effective January 1, 2011,
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OUTLOOK

The Company continues to implement ils strategy of maintaining a large portfolio of varied projects, which the Company believes will enable
if, over an extended pericd of time, fo provide consistent growth in production and create shareholder value. Annual budgets are developed,
scrufinized throughout the year and revised if necessary in the context of targeted financial ratios, project returns, product pricing expectations,
and balance in project risk and fime horizons. The Company maintains a high ownership level and operatorship fevel in all of ils properties
and can therefore control the nature, fiming and extent of capital expenditures in each of its project areas. The Company expects production
levels in 2008 to average between 316,000 bbl/d and 366,000 bbl/d of crude oil and NGLs and between 1,429 mmci/d and 1,513 mmcf/d of
najural gas.

The forecasted capital expenditures in 2008 are currently expected to be as follows:

1% millions) 2008 Forecast

Conventional crude oil and natural gas

North America nafural gas $ 617
Narth America crude oil and NGLs 1,075
North Sea 231
Offshore West Alfrica 458
Property acquisitions, dispositions and midstream 390
$ 2,1

Horizon Project
Phase 1 - Construction $ 1,750 - 1,950
Phose 1 - Operating inventory and capital inventory 109
Phose 1 - Cammissioning cosis 184
Phase 2/3 - Tranche 2 439
Sustgining cosis 19
Caopitalized interest and other costs 38
% 2,882 - 3,082
Total $ 5,653 — 5,853

[l Revised forecasted capital expenditures.
NORTH AMERICA NATURAL GAS

The 2008 North America natural gas drilling program is highlighted by the continued high-grading of the Company's natural gas asset base
as follows:

{Number of wells) 2008 Forecast
Coal bed methane and shallow natural gas 161
Conventional notural gas 104
Cardium natural gas 14
Deep naiurgl gas 32
Foothills natural gas 3
Total 314

The Corﬁpony has reduced 2008 natural gos drilling in Alberfa due o the anticipated future impact of royalty changes effective 2009.

NORTH AMERICA CRUDE OIL AND NGLS
The 2008 North America crude ail drilling program is highlighted by continued development of the Primrose thermal projects, Pefican Lake, and
a strong conventional primary heavy program, as follows:

[Number of wells) 2008 Forecast
Conventionat primary heavy ¢rude oil an
Thermal heavy crude oil az
Light crude oil 78
Pelican Lake crude oil 105
Total 526

HORIZON PROJECT
The Horizon Project is targeting first crude oil in the third quarter of 2008. Phase 1 construction capital is budgeted 1o be approximately $1.7 billion
to $1.9 billion in 2008, representing a cost fo completion forecast range of 25% to 28% over the original $6.8 billion estimate.

NORTH SEA
The 2008 capital forecast for the North Sea includes drilling 4 net platform wells while continuing the successful workover and recormpletion program.

OFFSHORE WEST AFRICA
The 2008 capital forecast for Offshore West Africa includes re-completing 2 wells at Baobab and targeted first oil at Olowi in late 2008,
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SENSITIVITY ANALYSIS

The following table is indicative of the annualized sensitivities of cash flow from operations and net earnings from changes in certain key
variables. The analysis is based on business conditions and sales volumes during the fourth quarter of 2007, excluding mark-to-market gains
flosses) on risk management activilies, and is nol necessarily indicative of future results. Each separate line ilem in the sensitivity analysis shows
the effect of a change in that variable only; afl other variables are held constant.

Cash flow from Cash flow from
operations operations Net earnings Net earnings
1% millions) {per cormmen share, basich {$ millions} iper common share, basic|
Price changes
Crude oil - WTI US$1.00/bbl M
Excluding financial derivatives 5 96 $ 0.18 3 70 $ 013
Including financial derivatives $ 21 $ 0.04 $ 17 $ 0.03
Natural gos - AECO C$0.10/mcf "
Excluding financial derivatives $ 4] 3 0.08 $ 29 $ 0.05
including financial derivatives $ 33 $ 0.06 b 23 $ 0.04
Volume changes
Crude oil - 10,000 bbl/d 5 132 $ 0.25 $ 70 $ 0.13
Natural gas - 10 mmci/d 5 16 $ 0.03 $ 6 $ 0.0
Foreign currency rate change
$0.01 change in US$ "
Including financial derivatives % 73-74 $ 013-0.14 $ 31-32 5 0.06
Interest rate change - 1% $ 38 $ 0.07 $ 38 % 0.07

() Far detalls of financial instrurments in place, refer to note 12 to the Cormpany's audited annual consolidoted financial siclernents as at Decernber 31, 2007.

DAILY PRODUCTION BY SEGMENT, BEFORE ROYALTIES

o Q2 Q3 Q4 2007 2006 2005
Crude oil and NGLs iboirdl ) ,
North America 237,489 240,420 252,095 256,843 246,779 235,253 221,669
North Sea 61,869 57,286 52,013 52,709 55,933 60,056 68,593
Offshore West Africa 27,643 29,788 28,954 27,688 28,520 36,689 22,906
Total 327,001 327,494 333,062 337,240 331,232 331,998 313,168
Natural gas immci/di '
North America 1,694 1,696 1,622 1,562 1,643 1,468 1,416
North Seq 15 15 10 13 13 | 15 19
Offshore West Africa ' 8 n 15 14 12 ¢ 4
Total 1,717 1,722 1.647 1,589 1,668 1,492 1,439
Barrels of oil equivalent tboed .
North America 519,700 523,037 522,427 517,101 520,564 479,89 457,695
North Sen 64,370 59,758 53,597 54,825 58,099 62,558 71,651
Offshare West Africa 29,044 31,666 31,460 29,982 30,543 38.275 23,614
Total 613,114 614,461 607,484 601,908 609,206 580,724 552,960
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PER UNIT RESULTS ™

Ql Q2 Q3 Q4 2007 2006 2005
Crude oil and NGLs 15/bbij
Sales price ® $ 511 $ 53.74 5 58.10 S 58.03 $ 55.45 $ 53.65 5 46.86
Royalties : 4.92 5.46 6.65 6.66 5.94 4.48 3.97
Production expense 13.81 15.01 13.13 1N.53 13.34 12.29 .17
Netback ' $ 32.98 $ 33.27 $ 38.32 $ 39.84 $ 36.17 $ 36.88 ) 3172
Natural gas s/meh | '
Sales price I§ 7.74 $ 7.44 5 5.87 $ 6.28 $ 6.85 $ 6.72 3 8.57
Royalties [ 1.48 110 0.89 0.94 m 1.29 1.75
Production expense | 0.97 0.89 0.58 0.9 0N 0.82 0.73
Netback P $ 5.29 $ 5.45 $ 410 $ 4.43 $ 4.83 3 4.61 ] 6.09
Barrels of oil equivalent s/boe) '
Sales price @ $ 49.32 $ 49.70 $ 47.96 $ 49.23 $ 49.05 $ 47.92 $ 48.77
Royalties ' 6.76 5.99 6.07 6.21 6.26 5.89 6.82
Production expense | 10.10 10.44 9.62 8.85 9.75 914 8.21
Netback L § 3246 % 3327 % 3227 3407 % 3304 3 3289 % 33.74

I Amounis expressed on @ per unit basis are based on sales volumes.
{2} Net of fransportation and blending costs and excluding risk mancgernent activifies.

NETBACK ANALYSIS
I5/boel 1 2007 2006 2005
Sales price $ 4905 % 47.92 $ 48.77
Royalties 6.26 5.89 6.82
Production expense 9.75 214 8.21
Netback 33.04 ' 32.89 3374
Midstream contribution ¥ 0.23) ‘ [0.23) (0.26)
Administration 0.93 0.85 0.75
Interest, net 1.24 0.66 0.74
Realized risk management loss 073 6.27 5.13
Realized foreign exchange loss {gain) 0.24 [0.06) (0.15)
Taxes other than income tax — current 0.54 1.04 1.01
Current income tax — North America 0.43 0.68 0.50
Current income fax — North Sea 0.95 0.34 0.77
Current income tax - Offshore West Africa 0.33 0.23 0.17
Cash flow $ 27.88 $ 23.31 $ 25.08

{il Amounts expressed on a per unit bosis ore bosed on sales volumes.

(2] Net of fransportation and biending costs and excluding risk management activities,

(3] Excluding inter-segment eliminations.

TRADING AND SHARE STATISTICS

Q Q2 Q3 Q4 2007 2006
TSX-C$ '
Trading Volume ghousands N7,164 94,089 100,950 14,831 429,034 508,935
Share Price isishare! .
High .8 65.50 $ 74.99 $ 80.02 $ 799 $ .02 9 739
Low $ 52.45 $ 63.N $ 65.43 $ 64.24 $ 5245 % 45.49
Close $ 63.75 $ 70.78 $ 75.56 s 72.58 $ 72.58 $ 62.15
Market capitalization as at '

December 31 s millions) $ 3974 % 33,431
Shares outstonding ihousanes) 539,729 537,903
NYSE - US$ .

Trading Volume ithousands) 128,543 93,086 118,315 146,322 486,266 , 401,909
Share Price $/sharel ,
High . $ 56.62 $ 69.97 $ 78.90 $ 87.3%7 $ 877 $ 64.38
Low $ 44.56 $ 55.07 $ 60.70 $ 63.52 $ 44.56 $ 40.29
Close $ 5519 $ 66.35 $ 75.75 $ 73.14 $ 734 $ 53.23
Market capilalization as at ,

December 31 is millions) $ 39476 % 28,633

Shares outstanding fhousondst 539,729 537,903
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Management’s Report

The accompanying consolidated financial statements and all other information contained elsewhere in this Annual Report are the responsibility
of management. The consolidated financial statements have been prepared by management in accordance with the accounting policies
described in the accompanying notes. Where necessary, management has made informed judgements and estimates in accounting for
transactions that were not complele at the balance sheet date. In the opinion of management, the financial statements have been prepared
in accordance with Canadian generally accepted accounting principles appropriate in the circumstances. The financial information presented
elsewhere in the Annual Report has been reviewed to ensure consistency with that in the consolidaled financial statements.

Management maintains appropriate systems of internal control. Palicies and procedures are designed to give reasonable assurance that
transaclions are appropriotely authorized and recorded, assets are safeguarded from loss or unauthorized use and financial records are
properly maintained to provide reliable information for preparation of financial statements.

PricewaterhouseCoopers LLP, an independent firm of Chartered Accountanls, has been engaged, as approved by a vote of the shareholders at
the Company’s most recent Annual General Meeting, to audit and provide their independent audit opinions on ihe following:

a the Company’s consolidated financial statements as at December 31, 2007; and
m the effectiveness of the Company’s internal control over financial reporting as at December 31, 2007,
Their report is presented with the consolidated financial statemenis.

The Board of Directors (the “Board) is responsible for ensuring that management fulfills its responsibilifies for financial reporting and internal
confrols. The Board exercises this responsibility through the Audit Committee of the Board, which is comprised of non-management direciors.
The Audil Committee meels with management and the independent auditors fo satisfy itself that management responsibilities are properly
discharged and 1o review the consolidated financial siatements before they are presented to the Board for approval. The consolidated financial
statements have been approved by the Board on the recommendation of the Audit Commiftes.

7 ==l T

Steve W. Laut Douglas A. Proll, CA Randall S. Davis, CA
President & Chief Operating Officer Chief Financial Officer & Vice-President, Finance & Accounting
Senior Vice-President, finance

February 26, 2008
Calgary, Alberta, Canada
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Management’s Assessment of Internal
Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financia! reporting for the Company as defined in
Rules 13a-15(fl and 15(d}-15(f under the United Slates Securities Exchange Act of 1934, as amended.

Managemeni, together with the Company's President and Chief Operating Officer and the Company’s Chief Financial Officer and Senior
Vice-President, finance, performed an assessment of the Company’s internal control over financial reporting based on the criteria established in
Internal Control - Integrated Framewaork issued by the Committee of Sponsoring Organizations of the Treadway Commission {"COS07.

Based on the assessment, management, together with the Company's President and Chief Operating Officer and the Company's Chief
Financial Officer and Senior Vice-President, Finance, has concluded that the Company's internal control over financial reporting is effective as at
December 31, 2007. Management recognizes that all internal control systems have inherent fimitations. Because of its inherent limitafions,
internal control aver financial reporting may not prevent or detect misstaternents. Also, projections of any evaluation of effectiveness to fulure
periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

PricewaterhouseCoopers LLP, an independent firm of chartered accountanis, has provided an opinion on the Company’s internal control over
financial reporting as at December 31, 2007, as stated in their Auditors’ Report.

Steve W. Laut Douglas A, Proll, CA

President & Chief Operating Officer Chief Financial Officer &
Senior Vice-President, Finance

February 26, 2008
Calgary, Alberta, Canada

Independent Auditors’ Report

To the Shareholders of Canadian Natural Resources Limited

We have completed infegrated audits of the consolidated financial statements and internal control over financial reporting of Canadian Natural
Resources Limited (the *Company’] as at December 31, 2007 and 2006 and an audit of its 2005 consolidated financial statements. Our opinions,
based on our audits, are presented below.

CONSOLIDATED FINANCIAL STATEMENTS

We have audited the accompanying consolidated balance sheets of the Company as at December 31, 2007 and December 31, 2006, and the
related consolidated statements of earnings, shareholders’ equity, comprehensive income and cash flows for each of the years in the three
year period ended December 31, 2007, These financial stalements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audils of the Company's financial statermnents as at December 31, 2007 and for each of the years in the two year period then
ended in accordance with Canadian generally accepted auditing standards and the standards of the Public Company Accounting Oversight
Board {Uniled States). We conducted our audil of the Company’s financial statements for the year ended December 31, 2005 in accordance
with Canadian generally accepted auditing standards. Those standards require that we plon and perform an audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement, An audit of financial statements includes examining, ona
test basis, evidence supporting the ameunts and disclosures in the financial statemenis. A financial statement audit also includes assessing the
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accounting principles used and significant estimates made by management, and evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated finoncial statements referred to above present fairly, in all material respects, the financial posifion of the Company
as af December 31, 2007 and December 31, 2006 and the resulls of its operations and its cash flows for each of the years in the three year period
ended December 31, 2007 in accordance with Canadian generally accepled accounting principles.

INTERNAL CONTROL OVER FINANCIAL REPORTING

We have also audited the Company’s internal control over financial reporting as at December 31, 2007, based on criteria eslablished in Internal
Control - integrated Framewaork issued by the Cammittee of Spansoring Organizations of the Treadway Commission ["COS0%). The Company's
management is responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting included in the accompanying management's assessment of internal control over financial reporting.
Qur responsibility is to express an opinion on the effectiveness of the Company’s internal conirol over financial reporting based on our qudit.

We conducted our audit of internal control over financial reporting in accordance with the standards of the Public Company Accounting Oversight
Board {United States). Those standards require that we plan and perform the audit to obtain reasenable assurance about whether effective
internal control over financiol reporting was maintained in all material respects. An audit of inlernal control over financiat reporting includes
oblaining an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and evalualing
the design and operating effectiveness of internal control based on the assessed risk, and perfoerming such other procedures as we consider
necessary in the circumstances. We believe that cur audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A
company's internal conirol over financial reporting includes those policies and procedures that fi) pertain to the maintenance of records that, in
reasonable defail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (i} provide reasonable assurance
that Iransactions are recorded as necessary fo permitl preparation of financial staterments in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and liii} provide reasonable assurance regarding prevention or timely detection of unautherized ocquisition, use, or
disposition of the company's assets that could have a material effect on the financial statements.

Because of its inherent limilations, internal control over financiol reporting may not prevent or detec! misstatements. Also, projections of any
evaluation of effectiveness to future periods are subiject fo the risk that controls may become inadequate because of changes in conditions, or
that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as at December 31, 2007
hased on criteria established in Internal Control - Integrated Framework issued by the COSO.

fosesunZibonnBopacs 411

Chartered Accountants
Calgary, Alberta, Canada
February 26, 2008

COMMENTS BY AUDITOR FOR U.S. READERS ON CANADA-U.S. REPORTING DIFFERENCES

In the United States, reporting standards for auditers require the addition of an explanaiery paragraph [following the opinion paragraphl when
there is o change in accounting principles that has o material effect an the comparability of the Company’s consolidated financial staternents,
such as the change described in Note 2 fo the consolidated financial statements. Our report to the shareholders dated February 26, 2008 is
expressed in accordance with Canadian reporting standards which do not require a reference to such a change in accounting principles in the
Auditors’ Report when the change is properly accounted for and adequately disclosed in the consolidated financial statements.

/om.au.._aér“ Lef

Charlered Accountants
Calgary, Alberta, Canada
February 26, 2008
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Consolidated Balance Sheets

As ot December 31

(millions of Canodian dolicrs) 2007 2006
ASSETS
Current assets ‘
Cash and cash equivalents s 21 % 23
Accounts receivable and other 1,662 1,947
Future income tax Inote 8) 480 163
Current portion of other long-term assels inote 3| 18 106
2,81 2239
Property, plant and equipment note 4) o 33,902 30.767
Other long-term assets (note 31 3 154
5 346,114 % 33,160
LIABILITIES }
Current liabilities )
Accounts payable _ s 379 3 842
Accrued liabilities 1567 1,618
Current porfion of other long-term liabilifies mote & 1,617 611
3,563 30N
Long-term debt inote 51 10,940 11,043
Other long-term liabilities inote 6! 1,561 1,393
Future income tax (note 8) 6,729 6,963
22,793 22,470
SHAREHOLDERS' EQUITY '
Share caphtal inote 91 2,674 2,562
Retuined earings L 10,575 8141
Accumulated other comprehensive income ({loss} inote 10} 72 13)
13,321 10,690
5 35,114 3 33,160

Commitments end contingencies {nofe 131

Approved by the Board of Directors:

Oihorns 2t

Catherine M. Best
Chair of the Audit Committee and Director

N. Murray Edwards

Vice-Chairman of the Board of Directors and Director
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Consolidated Statements of Earnings
For the years ended December 31
{millons of Conadian dollars, except per common share amaunts] 2007 2006 2005
Revenue _ ~ o ) $ 12,543 § ne43 s M0 _
Less: royallies 1,397 1,245 0,366)
Revenue, net of royalties 11,152 10,398 9,764
Expenses . e .
Production_ o L 284 0 1949 1,663
Transporiation and blending . . . 5720 1443 1,293
Depletion, depreciation and amortization . . 2,863 2391 2013
Assel refirement obligation occrefionmotes) . o _ 68 .69
Administration e . 208 180 151
Stock-based compensation inote 6 o . o w139 723
Interest, net L . 276 M40 ~ 149
Risk management activities (note 12) o . _ 1562 k) 1952
Foreign exchange (gain} loss a7y 122 132}
8,455 6,744 7,881
Eamings before taxes e e 2,697 3654 1,883
Taxes other than income $ox inote 8) - L s 256 194
Current income 1ax expense [nole 8) ~ o . O W2 286 _
Future income tax [recovery) expense Inate 8) (456) 652 353
Net earnings $ 2,608 $ 2,524 5 1,050
Net earnings per common share incte 1 o o o o
__Basic o . 484 3 470 % 196
Diluted ] 4.84 $ 4.70 $ 1.95
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Consolidated Statements of

Shareholders’ Equity

For the years ended December 31

imiflions of Canadian dollars) 2007 2006 2005
Share capital e .
Balance - beginning of year T 2,562 % 2,442 $ 2,408
Issued upon exercise of stock opfions 2 21 9
Previously recognized liability on stock options exercised for common shares 9 101 29
Purchase of common shares under Normal Course Issuer Bid - 12) 14
Bolonce — end of year 2,674 2,562 2,447
Retuined eamings ‘
Balance — beginning of year, as originally reported 8 5,804 4,922
Transition adjustment on adoplion of financial instruments standards inote 2) LY - -
Balance — beginning of year, as restated 8,51 5,804 4,922
Nel earnings e 2,608 2,524 1,050
Dividends on common shares inote 91 o na4) {161 127
Purchase of common shares under Normal Course issuer Bid - (26] 141}
Bolance - end of year 10,575 8141 5,804
Accumulated other comprehensive income floss) inote 2) .
Balance - beginning of year o 194 16}
Transition adjustiment on adoption of financial instruments standards 159 - -
Balance - beginning of year, after effect of fransition adjustment 146 (9 (]
Other comprehensive loss, net of taxes (74) (4} (3)
Balance - end of year 72 3) 91
Shareholders’ equity $ 133§ 10,690 3 8,237
Consolidated Statements of
Comprehensive Income
for the years ended December 3}
{millions of Canodian dollars! 2007 2006 2005
Net earnings $ 2608 5 2524 § 1,050
Net change in derivative financial instruments designated as cash flow hedges \

Unredlized income during the year, net of taxes of $6 million (2006 - $nil, 2005 — $nill a8 - -

Reclassification to nef eqrnings, net of taxes of $45 million (2006 — $nil, 2005 — $nil) {96) - -

(58) - -

Foreign currency translation adjustment ,

Tronslation of net investment B N8 14) {12)

Hedge of net investment, net of taxes T - - 9

e} (4 {3

Other comprehensive loss, net of taxes 74) (4} ]
Comprehensive income $ 2,534 8 2520 % 1,047
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Consolidated Statements of Cash Flows
For the years ended December 31
Imitions of Canadian dollarsk 2007 2006 2005
Operating activities :
Net earnings . 2,608 % 2,524 $ 1,050
Non-cash ilems o )
__Depletion, depreciation and amorlization 2,863 2,391 2,013
__Asset refirement obligation accrefion 70 68 69
Stock-based compensation 193 139 723
_ Unrealized risk management loss (gain} 1,400 1.013) 925
_Unreglized foreign exchange (gaint loss {524) 134 {103)
__ Deferred pefroleum revenue lax expense irecovery) - 44 a7 {9
_ Future income fax [recovery) expense _ (456} 652 353
Deferred charges ond other . 1 I _ @ <1
Abandonment expenditures @0, (731 ta6)
Net change in non-cash working capiial inote 141 (346) 1679) 47)
5,819 4176 4,797
Finanding activities S . —
IRepayment) issue of bank credit facililies, net o ns2s 6,499 1435}
Issue of medium-term notes 273 | 400 400
Repayment of senior unsecured noles o (33) - 194}
Issue of US dallar debt securities 2,553 788 -
Repayment of preferred securities -, - 1071
Issue of common shares on exercise of stock options o 21 2 9
Dividends on common shares . n78) {1531 n2n
Purchase of comman shares . - {28 145)
Net change in nan-cash working capital incte 141 8 37 19
e 7.564 {474
Investing activifies S : ___
Expenditures on property, plant and equipment {6,464) [7.266) {5,340)
Net proceeds on sale of property, plant and equipment 1o 71 454
Net expenditures on property, plant and equipment 16,354) (7,195 14,886)
Acquisition of Anaderko Canada Corporation note 15) -, 14.641] -
Net proceeds on sale of other assets - - I
Net change in nan-cash working capital inote 141 (186} 101 542
{6,540) M,735) {4,333
{Decrease) increase in cash and cash equivalents 2, 5 {10
Cash and cash equivadlents ~ beginning of year 23 18 28
Cash and cash equivalents — end of year 21 $ 23 $ 18

Supplemental disctosure of cash flow information (note 14}
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Notes to the Consolidated
Financial Statements

ltatulor amounis in millions of Canadian dollars, unless ctherwise stated]

1. ACCOUNTING POLICIES

Canadian Nolural Resources Limiled {the "Company®) is a senior independent crude oil and natural gas exploration, development and production
company head-quartered in Calgary, Alberta, Canada. The Company’s conwentional ¢rude oil and natural gas operations are focused in
North America, largely in Western Canada; the United Kingdom {"UK'} portion of the North Seq; and Céte d'ivoire and Gabon, Offshore West Alfrica.

Within Western Canada, the Company is developing its Horizon Oil Sands Project (the “Horizon Project) in a series of staged development
phases. Each development phase ("Phase’} is planned to result in incremental production capacity. The Horizon Project is designed to produce
synthefic crude oil through bitumen mining and upgrading operations,

Aiso within Western Canada, the Company maintains cerfain midsiream aciviies that include pipeline operafions and an electricity
co-generation system,

The consolidated financial statements of the Company have been prepared in accordance with accounting principles generally accepted
in Canado ["Canadian GAAP?). A summary of differences between accounting principles in Canada and those generally accepied in the
United States {“US GAAP" is contained in note 17.

Significant accounting policies are surmmarized as follows:

{A) PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of the Company and all of its subsidiary companies and partnerships. A significant
portion of the Company's activities are conducted jointly with others and the consolidated financial statements reflect only the Company's
proportionate inferest in such activities.

(B) MEASUREMENT UNCERTAINTY

Management has made estimates and assumptions regarding certain assets, liabilities, revenues and expenses in the preparation of the
cansolidated financial statements. Such estimates primarily relate to unsettled fransactions and events as of the date of she consolidated
financial statements. Accordingly, actual resulis may differ from estimated amounts.

Purchase price allocations, deplefion, depreciation and amortization, and amounts used for impairment cateulations are based on estimates
of erude oil and natural gas reserves and commodity prices, production expenses and capital costs required to develop and produce those
reserves. All of the Company's reserve estimates are evaluated annually by independent engineering firms. The imprecise nature of reserves
estimates makes it likely that the reserve base and the related future cash flows will be revised over time as additional data becomes available.
As aresult, reserve estimates are subject fo measurement uncerainty and the impact of differences between actual and estimated amounts on
the consolidated financial statements of future periods could be material.

The calculation of asset refirement obligations includes estimates of the future costs to settle the asset retirement obligation, the fiming of the
cash flows to seftle the obligation, and the future inflation rates. The impact of differences between actual and estimated costs, timing and
inflation on the consolidated financial statements of future periods could be material,

The calculation of income laxes requires judgement in applying tax laws and regulations, estimating the timing of temporary difference reversals,
and estimating the realizability of future tax assets, These estimates impact current and futute incorme tax assets and liabilities, and expenses
{recoveries),

The measurement of petroleurn revenue tax expense in the Uniled Kingdom and the related provision in the consolidated financial statements
are subject to uncertainty associated with future recoverability of crude oil and natural gos reserves, commodity prices and the timing of future
events, which could result in material changes to deferred amounts.

{C) CASH AND CASH EQUIVALENTS
Cash comprises cash on hand and demand deposits. Other investments (term deposits and certificates of deposit) with an original ferm to
maturity at purchase of three menths or less are reporfed as cash equivalenis on the balance sheei,

(D) PROPERTY, PLANT AND EQUIPMENT

Conventional Crude Oil and Natural Gas

The Company follows the full cost method of accounting for its conventienal crude oil and nalural gos properties and equipment as preseribed
by Accounting Guideline 16 {"AcG 167} by the Canadian Institute of Chartered Accountants "CICA”). Accordingly, all costs relating to the exploration
for and development of crude oil and natural gas reserves are capitalized and accumulated in couniry-by-country cost centres. Administrative
overhead incurred during the development of certain large capital projects is capitalized until the projects are available for their infended use.
Proceeds on disposal of properties are ordinarily deducted from such costs without recognition of a gain or loss except where such dispositions
result in a change in the depletion rate of the specific cost centre of 20% or more.
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0il Sands Mining Operations and Upgrading Operations

The Company’s Horizon Project constitutes mining operations and upgrading operations and accordingly, capitalized cosis related to the Horizon
Project are accounted for separately from the Company’s Canadian conventional crude oil and natural gas costs. Capitalized costs for mining
activities include property acquisifion, construction and development costs. Construction and development costs are capitalized separately to
each Phase of the Horizon Project. Construction and development for a particular Phase of the Horizon Project is considered complete once the
Phase is ready for its intended use. Costs related to major maintenance lurnaround activities will be deferred and amortized on a straight-line
basis over the period to the next scheduled major maintenance turnaround.

Midstream and Other
The Company capitalizes all costs that expand the capacity or extend the useful life of the assets.

(E) OVERBURDEN REMOVAL COSTS

Overburden removal costs incurred during development of the Horizon Project mine are capitalized 1o property, plant and equipment.
Overburden removal costs incurred during production of the Horizon Project mine will be included in the cost of inventory produced, untess the
overburden removat activity has resulted in a betterment of the mineral property, in which case the costs will be capitalized to property, plani and
equipment. Capitalized overburden removal costs will be amortized over the life of the mining reserves that directly benefited from the overburden
rermoval activily.

(F} CAPITALIZED INTEREST

The Company capitalizes construction period inferest based on the Horizon Project costs incurred and the Company’s cost of borrowing. Interest
capitalization on a particutar Phase ceases once construction is substantially complete and this Phase of the Horizan Project is available for its
intended use. The Company continues to copitalize a portion of inferest cosis related to subsequent on-going Phases of the Horizon Project.

{G) LEASES

Contractual arrangements that meet the definition of a lease are accounied for as capilal leases or operatfing leases as appropriate. Leases
that transfer substantially all of the benefits and risks of ownership to the Company are accounted for as capital leases and are recorded as
property, plant ond equipment with an offsetting liability. All other leases are accounied for as operating leases and lease cosfs are expensed
as incurred,

{H) DEPLETION, DEPRECIATION AND AMORTIZATION

Conventional Crude Oil and Natural Gas

Substantially all costs related to each country-by-country cost centre are depleted on the unit-of-production method based on the estimated
proved reserves of that country. Volumes of net production and net reserves before royalties are converted to equivalent units on the basis of
estimated relative energy content. In determining its depletion base, the Company includes estimated future costs to be incurred in developing
proved reserves and excludes the cost of unproved properties and major development projects. Unproved properties are assessed periodically
to determine whether impairment has occurred. When proved reserves are assigned or the value of unproved property is considered to be
impaired, the cost of the unproved property or the amount of the impairment is added fo costs subject to depletion. Costs for major development
projects, as identified by management, are not subject fo depletion until the projecis are available for their intended uses. Processing ond
produclion facilities are depreciated on a straight-line basis over their estimated lives.

The Company reviews the carrying amount of its conventional crude oil and natural gas properties {“the properties®] relofive to their recoverable
amount {"the ceiling test”) for each cost centre at each annual balance sheet date, or more frequently if circumstances or events indicate
impairment may have occurred. The recoverable amount is calculated as the undiscounted cash flow from the properties using proved
reserves and expected fulure prices and costs. If the carrying amount of the properties exceeds their recoverable amount, an impairment loss
is recognized in depletion expense equal to the amount by which the carrying amount of the properties exceeds their fair value. Fair value is
calculated as the cash flow from those properties using proved and probable reserves and expected future prices and costs, discounted at o
risk-free inferest rate.

Qil Sands Mining Operations and Upgrading Operations

Upon commencement of aperations for the Horizon Project, mine-related costs and costs of the upgrader located on the Horizon Project site will
be amortized on the unit-of-production method based on the estimated proved and probable reserves of the Horizon Project or the productive
capacity, as appropriaie. Moveable mine-related equipment is depreciated on a straight-line basis over its estimated useful life.

The Company reviews the carrying amount of the Horizon Project relative to its recoverable amount if circumsiances or events indicate
impairment may have occurred. The recoverable amount is calculated as the undiscounted cash flow from the Horizon Project assets using
proved and probable reserves and expected future prices and costs, If the carrying amount exceeds the recoverable amount, animpairment loss
is recognized in deplefion equal fo the amount by which the carrying amount of the assets exceeds fair value. Fair value is calculated as the cash
flow from the Horizon Project using proved and probable reserves and expected future prices and costs, discounted at a risk-free interest rate.

Midstream and Other

Midstream assets are depreciated on ¢ straight-line basis over their estimated lives. The Company reviews the recoverability of the carrying
ameunt of the midsiream assets when evenis or circumstances indicale that the carrying amouni might not be recoverable. If the carrying
amount of the midsiream assels exceeds their recoverable amount, an impairment loss equal to the amaount by which the carrying amount of
the midsiream assels exceeds iheir fair value is recognized in depreciation.

Other capilal assets are amortized on a declining balance basis,
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{1) ASSET RETIREMENT OBLIGATIONS

The Company provides for future asset refirement obligations on its resource properties, faciliies, production platforms, gathering systems, and
oil sands mining operaticns and tailings ponds based on current legislation ond indusiry operating practices. The fair values of asset retirement
obligations related io property, plant and equipment are recognized as a liability in the period in which they are incurred. Retirement costs
equal to the fair value of the assel refirement obligations are capitalized as part of the cost of the associated property, plant and equipment
and are amortized to expense through depletion and depreciation over the lives of the respective assets. The fair value of an asset retirement
obligation is estimated by discounting the expected future cash flows o seftle the assel refirement obligation at the Company’s average
credit-adjusied risk-free interest rate. in subsequent periods, the asset refirement obligation is adjusted for the passage of time and for changes
inthe amount or timing of the underlying future cash flows. Aclual expenditures are charged against the accumulated asset refirement obligation
as incurred.

The Company's Horizon Project upgrader and related infrastructure and its midsiream pipelines have an indeterminate life and therefore the
fair values of the related asset retirement obligations cannot be reasonably determined. The asset retirement obligations for these assets will be
recorded in the year in which the lives of the assets are deferminable.

{J) FOREIGN CURRENCY TRANSLATION

Foreign operations that are self-sustaining are translated using the current rate method. Under this method, assets and liabifiies are franslated
to Canadian dollars from their functional currency using the exchange rate in effect at the consolidated balance sheet dale. Revenues and
expenses are fransiated to Canadian dellars af the monthly average exchange rates. Gains or losses on franslation are included in accumulated
other comprehensive incorne [loss} in shareholders’ equity in the consolidated balance sheels.

Foreign operations that are integrated are translated using the temporal method. For foreign currency balonces and infegrated subsidiaries,
monetary assets and liabilities are translated to Canadian dollars af the exchange rate in effect af the consolidaled balance sheei date.
Non-monetary assets and liabilities are translated at the exchange raie in effect when the assets were acquired or obligations incurred.
Revenues and expenses are franslated to Canadian dollars af the monthly average exchange rates. Provisions for depletion, depreciation and
amortization are translated at the same rate as the related assets. Gains or losses on translation of integrated foreign operafions and foreign
currency balances are included in the cansolidated statement of earnings.

{K) REVENUE RECOGNITION

Revenue from the production of crude oil and natural gas is recognized when title passes ta the customer, delivery has taken place and
collection is reasonably assured. The Company assesses customer creditworthiness, both before entering into contracts and throughout the
revenue recognition process.

Revenue as reported represents the Company's share and is presented before royally payments to governments and other mineral interest
owners. Revenue, net of royalties represents the Company’s share after royalty payments to governments and other mineral interest owners.

{L) TRANSPORTATION AND BLENDING
Transportation and blending costs incurred to transport crude oil and natural gas to customers are recorded as a separate costin the consolidated
statement of earnings.

(M) PRODUCTION SHARING CONTRACTS

Production generated from Offshore West Africa is currently shared under the terms of various Produdiion Sharing Contracts [‘PSCs”). Revenues
are divided into cost recovery oil and profit oil. Cost recovery il allows the Company to recover its capital and produciion costs and the costs
carried by the Company on behalf of the Government State Oil Company. Profit oil is allocated to the joint veniure partners in accordance with
their respective equity interests, after a portion has been dllocated to the Government. The Government’s share of profit oil offributable to the
Company's equity interest is allocated to royally expense and current income tax expense in accordance with the terms of the PSCs.

{N) PETROLEUM REVENUE TAX

The Company accounis for the UK pefroleum revenue tax ("PRT") by the life-of-the-field method. The fotal future liability or recovery of PRT is
eslimated using proved and probable reserves and anficipated future sales prices and costs. The esfimated future PRT is then apportioned
1o accounting periods on the basis of total estimated future operating income. Changes in the estimated total future PRT are accounted for
prospectively.

{O) INCOME TAX

The Company follows the liability method of accounting for income taxes. Under this method, fulure income fax assets and liabilities are
recognized based on the estimated tax effects of lemporary differences in the carrying value of assets and liabilities in the consolidated financial
staternenis and their respective fax bases, using income tax rates substantively enacted as of the consolidated balance sheet date. The effect of
a change in income tax rates on the future income tax assets and liabilities is recognized in net earnings in the period of the change.

Taxable income from the conventional crude oil and natural gas business in Canada is primarily generated through parinerships, with the
related income taxes payable in a future period. Accordingly, North America current income laxes have been provided on the basis of the
corporate structure and available income tax deducfions and will vary depending upen the nature, timing and amount of capital expenditures
incurred in Canada in any particutar year.

(P) STOCK-BASED COMPENSATION PLANS

The Company accounts for stock-based compensation using the infrinsic value method as the Company’s Stock Option Plan {the “Option Plan®)
provides current employees with the right to elect fo receive common shares or a direct cash payment in exchange for options surrendered.
A figbility for potential cash seftlements under the Option Plan is accrued aver the vesting period of the stock options based on the difference
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between the exercise price of the stock options and the market price of the Company’s common shares and an estimated forfeiture rate. This
liability is revalued ot each reporting date to reflect changes in the market price of the Company’s common shares and actual forfeitures, with
the net change recognized in net earnings, or capitalized during the construction period in the case of the Horizon Project. When stock options
are surrendered for cash, the cash seffiernent poid reduces the outstanding liability. When stack options are exercised for common shares
under the Option Plan, consideration paid by employees and any previously recognized liability associated with the stock opfions are recorded
as share capital.

The Company has an employee stock savings plan and a stock bonus plan. Contributions o the employee stock savings plan are recorded as
compensation expense al the fime of the cantribution. Contributions to the stock bonus plan are recognized as compensation expense over the
related vesting period.

{Q) FINANCIAL INSTRUMENTS

The Company classifies its financial instruments into one of the following categories as defined by the CICA Handbook: held-for-frading financial
assets and financial liabilities, held-to-malurity investments, loans and receivables, available-for-sale financial assets, and other financial
liabilities. All financial instruments are required to be measured at fair value on initial recognifion. Measurement in subsequent periods is
dependent on the classification of the financial instrument.

Held-for-trading financial instruments are subsequently measured at fair value with changes in fair value recognized in net earnings.
Available-for-sale financial assets are subsequently measured at fair value with changes in fair value recognized in other comprehensive
income, net of tax. All other categories of financial instruments are measured at amortized cost using the effeclive inferest method.

Cash and cash equivalents are classified as held-for-irading and ore meosured at fair value. Accounts receivable are classified as loans and
receivables. Accounts payable, accrued liabilities and long-term debt are classified as other financial ligbilities. Alihough the Company does
not infend to trade its derivative financial instruments, risk management assets and fiabilities are clossified as held-for-irading for accounting
purposes unless designated as hedges.

Transaction costs that are directly attributable to the acquisition or issue of a financial asset or financial liobility and original issue discounts on
long-term debt have been included in the carrying value of the related financial asset or liability and are amortized to consolidated net earnings
over the life of the financial instrument using the effective interest method.

(R) RISK MANAGEMENT ACTIVITIES
The Company utilizes various derivative financial instruments to manage its commeodity price, currency and interest rate exposures. These
derivative financial instruments are not intended for trading or speculalive purposes.

Effective January 1, 2007, ali derivative financial instruments are recognized at estimated fair value on the consclidated balance sheet at
each balance sheet date. The estimated fair value of derivative instruments has been determined based on appropriate internal valuation
methodologies and/or third party indications. However, these estimates may not necessarily be indicative of the amounts that could be realized
or settled in a current market Iransaclion and these differences may be material.

The Company formally documents all derivative financial instruments that are designated as hedging transactions at the inception of the
hedging relationship, in accordance with the Company's risk management policies. The effectiveness of the hedging relafionship is evaluated,
both at inception of the hedge and on an ongoing basis.

The Company periodically enters into commodity price contracts to manage anticipated sales of crude oil and natural gas preduction in order
to protect cash flow for capital expenditure programs. The effective portion of changes in the fair value of derivative commadity price coniracts
designated as cash flow hedges is initially recognized in other comprehensive income and is reclassified to risk management activities in
consolidated net earnings in the same period or periods in which the crude oil or natural gas is sold. The ineffective portion of changes in the
foir value of these designated confracis is immediately recognized in risk management aclivities in consolidated net earnings. All changes in the
fair value of non-designated crude cil and natural gas commodity price contracts are recognized in risk management acfivities in consolidated
net earnings.

The Company enters into interest rate swap contracts fo manage its fixed 1o floating interest rate mix on certain of its long-term debt. The interesl
rate swap contracts require the periodic exchange of payments without the exchange of the notional principal amounts on which the payments
are based. Changes in the fair value of interest rate swap contracts designated as fair value hedges and corresponding changes in the fair
value of the hedged long-term debt are included in interest expense in consolidated net eamings. Changes in the fair value of non-designated
interes! rate swap contracts are included in risk monagement activities in consolidated net earnings.

Cross currency swap coniracts are periodically used to manage currency exposure on US dollar denominated long-term debt, The cross currency
swap contracis require the periodic exchange of payments with the exchange at maturity of notienal principal amounts on which the payments
are based. Changes in the fair value of the foreign exchange component of cross currency swap contracts designated as cash flow hedges are
included in foreign exchange in consolidated net earnings. The effective portion of changes in the fair value of the interest rate component of
cross currency swap confracts designated as cash flow hedges is initially included in other comprehensive income and Is reclassified to inferest
expense when realized, with the ineffective porion recognized in risk management activities in consolidated net earnings. Changes in the fair
value of non-designated cross currency swap contracts are inciuded in risk management aclivities in consolidaled net earnings.

Gains or losses on the fermination of financial instruments that have been designated as cash flow hedges are deferred under accumulated
other comprehensive income on the consolidated balance sheets and amortized info consolidated nel eamings in the period in which the
underlying hedged item is recognized. In the evenl a designated hedged item is sold, exfinguished or matures prior to the termination of the
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related derivative instrument, any unrealized derivative gain or loss is recognized immediately in consolidated net earnings. Gains or losses on
the termination of financial instruments that have not been designated as hedges are recognized in consolidated net earnings immediately.

Embedded derivatives are derivatives that are included in a non-derivative host contract. Embedded derivatives are recorded at fair value
separately fron the host coniract when their economic characteristics and risks are not clearly and closely related o the host contradt.

(S) COMPREHENSIVE INCOME

Comprehensive income is comprised of the Company’s net earnings and cther comprehensive income. Other comprehensive income includes
the effective portion of changes in the fair value of derivative financial instruments designated as cash flow hedges and foreign currency
translation gains and losses on the net investment in self-sustaining foreign operations. Other comprehensive income is shown net of related
income taxes.

(T} PER COMMON SHARE AMOUNTS

The Company uses the treasury slock method to determine the dilutive effect of stock options and other dilutive instrumenis. This method
assumes that proceeds received from the exercise of in-the-money slock options not accounted for as a liability are used fo purchase common
shares al the average market price during the year. The Company's Option Plan described in note 9 results in a liability and expense for all
outstanding stock opfions. As such, the pofential common shares associated with the stock options are not included in diluted earnings per
share. The dilutive effect of other convertible securities is calculated by applying the “if-converied” method, which assumes that the securilies are
converled at the beginning of the period and that income items are adjusted to net earnings.

{U) RECENTLY ISSUED ACCOUNTING STANDARDS UNDER CANADIAN GAAP
Effective January 1, 2008, the Company will adopt the following three new accounting standards issued by the CICA:

Capital Disclosures

» Section 1535 - "Capilal Disclosures” requires entities fo disclose their objectives, policies and processes for managing capital, as well as
quantitative dala about capital. The section also requires the disclosure of any externally-imposed capital requirements and compliance with
those requirements. The section does not define capital. The section affects disclosures only and will not impact the Company's accounting
for capital.

Inventories

m Section 3031 - “Inventories” replaces Section 3030 - “Inventories” and establishes new standards for the measurement of cost of inventories
and expands disclosure requirements for inventories. Adoption of this standard is not anticipated to have a material impact on the Company’s
financial statements.

Financia! Instruments

® Section 3862 - “Finoncial Instruments — Disclosure” and Section 3863 “Financial Instruments - Presentation” replace Section 3861 - "Financial
Instruments — Disclosure and Presentation”, Section 3862 enhances disclosure requirements concerning risks and requires quantilative
and qualitative disclosures about exposures 1o risks arising from financial instruments. Section 3863 carries forward the presentation
requirements from Section 3861 unchanged. These standards offect disclosures only and will not impact the Company’s accounting for
financial instruments.

In addition, the following standard was issued during 2008 and will be effective for the Company’s year beginning on January 1, 2009, with
earlier adoption permitted:

Goodwill and Intangible Assets

w Section 3064 - "Goodwill and intangible Assets” replaces Section 3062 - *Goodwill and Other Intangible Assets” and Section 3450 - “Research
ond Development Cosls™. In addition, EIC-27 - “Revenue and Expenditures during the Pre-Operating Period” has been withdrawn. The new
standard oddresses when an infernally generated intangible asset meets the definition of an asset. Adoption of the new standard may
impact the Company’s capitalization of cerlain costs during the development and start-up of large development projects.

{V} COMPARATIVE FIGURES
Certain prior year figures have been reclassified to conform to the presentation adopted in 2007.




Canadian Natural
Poge 81

2. CHANGE IN ACCOUNTING POLICY
Effective January 1, 2007, the Company adopted the following new accounting standords issued by the CICA relating to the accounting for and
disclosure of financial instruments and comprehensive income:

Section 1530 - “Comprehensive Income” introduces the concept of comprehensive income to Canadian GAAP. Comprehensive income is the
change in equity inet asseis) of the Company during a reporting period from transactions and other events and circumslances from non-owner
sources. It includes all changes in equity during a period excepl fransactions with owners. The foreign currency translation adjustment, which
was previously o separate component of shareholders’ equity, is now recorded as part of accumulated other comprehensive income.

Section 3251 - “Equity” replaces Section 3250 — "Surplus” and establishes standards for the presentation of equity and changes in equity
during a reporting period.

Section 3855 - “Financial Instruments — Recognition and Measurement” prescribes when a financial asset, financial liability, or non-financial
derivative should be recognized on the balance sheet as well as its measurement amount.

Section 3865 — "Hedges" replaces Accounting Guideline 13 - “Hedging Relationships™ and EIC 128 - *Accounting for Trading, Speculative or
Non-Hedging Derivative Financial Instrurnents” and specifies how hedge accounting is to be applied and what disclosures are necessary
when hedge accounling is applied.

Adoption of these standards required the Company to record all of its derivative financial instruments on the balance sheet at estimated fair
value as at January 1, 2007, including those designated as hedges. Designated hedges, other than cross currency swaps, were previously not
recognized on the balance sheet but were disclosed in the netes 1o the financial statements. The adjustment to recognize all designated hedges
on the balance sheet was recorded as an adjustment to the opening balance of retained earnings or accumulated other comprehensive
income, as appropriate.

with the exception of the foreign currency translation adjustment, these standards were adopted prospectively; accordingly, comparative
amounts for prior periods have not been resiated. The reclassification of the foreign currency Irenslation adjusiment to other comprehensive
income was applied refroactively with prior period restatement.

The eflects of adopfing these standards on the opening balance sheet were as follows:

Janvary 1, 2007
Increased current portien of other long-term assets ™ e $ 193
Decreased other long-term gssels # o o $ 6
Decreased long-term debt L $ 72
Increased reloined earnings “ e $ 10
Increased foreign currency translation adjustment ™ . $ 13
Increased accumulated other comprehensive income ' L $ 146
Decreased current portion of future income tax asset 7 o $ 62)
Increased fulure income fox liability @ $ 18

{1 Relates o the recognition of the current porlien of the fair volue of derivative financial instruments designated as cash flow hedges.

{2) Relates to the recognition of the long-tetr portion of the fair value of derivative finandial instruments designated as cash flow and fair value hedges, as well as the reclassification
of tronsaction costs ond original issue discounts from deferred charges to long-term debt,

{3} Relates to the fair value impa! of derivative financial instruments designated as foir value hedges, as well as the reclassification of fransaction costs and original issue discounts.

{4} Relotes 1o the impact on adoption of the measurement of ineffectiveness on derivative financial instruments designated s cash flow hedges.

(5} Relates o the refroactive restatement of foreign currency franslation adjustment 1o accumutated other comprehensive income.

(6} Relates to the recognition of accumuloted cther comprehensive income arising from the measurement of effectiveness on derivative financial instruments designoted as
cash flow hedges.

{71 Relates fo the future income tax impacis of the above noted adjusiments.

3. OTHER LONG-TERM ASSETS

2007 2006
Deferred charges $ 28§ 109
Risk management inote 12} -, 128
Other 21 23
o . 49 0 260
tess: current portion 18 106

b 31 $ 154
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4. PROPERTY, PLANT AND EQUIPMENT

2007 2006

Accumulated Accumulated

deplefion and depletion and
Cost depreciation Net Cost depreciation Net

Corwentional crude oil and natural gas )

North America $ 34,195 $ 12,162 s 22,033 % 31,715 % 9,836 $ 21,879
North Seq 3174 1,446 1728 3,370 1,341 2.029
Offshore West Africa 1,833 645 1,188 1,685 481 1,204
Other 39 14 25 38 14 24
Horizon Project 8,651 - 8,651 5,350 - 5,350
Midstream 269 64 205 263 56 207
Heod office 170 98 72 150 76 74
$ 48,33 $ 14,429 $ 33,902 % 42,57 % 11,804 $ 30,767

During the year ended December 31, 2007, the Company capitalized administrative overhead of $47 million (2006 — $41 million, 2005 - $41 million)
relafing to exploration and development in the North Sea and Offshore West Africa and $312 miillion {2006 — $255 million, 2005 — $134 million)

relating primarily fo the Horizon Project in North Americo.

During the year ended December 31, 2007, the Company capitalized $356 million [2006 — $196 million, 2005 — $72 million}in construction period

interest costs related fo the Harizon Project.

Included in property, plant and equipment are unproved land and major development projects that are net currently subject to depletion or

depreciation:

2007 2006

Convenfignal crude oil and natural gas ,
Nerih America 5 2,259  _% 2,244
North Seqa 0 24
Ofishore West Africa 138 84
Other 25 24
Horizon Project 8,651 5,350
$ 11,083 $ 7,726

The Company has used the following estimated benchmark future prices {"escalated pricing’} in its full cost ceiling tests for conventional crude
ail and natura! gas activities prepared in accordance with Canadian GAAP, as al December 31, 2007:

Average
annual
increase
2008 2009 2010 201 2012 thereafter
Crude ¢il and NGLs
North America
W1 at Cushing ss/bbl $ 89.61 3 86.01 $ 84.65 $ 82.77 $ 82.26 2.0%
Hardisty Heavy 12° APl ics/bbi) $ 54.67 $ 52.42 $ 5156 $ 50.38 $ 5Q.05 2.0%
Edmonton Par (cs/bbi $ 88.17 $ 84.54 % 83.16 $ B1.26 $ 80.73 2.0%
North Sea and Offshore West Africa
North Seq Brent wss/bbi $ 87.61 $ 83.97 $ B2.57 $ 80.65 $ £0.10 2.0%
Natural gas
North America
Henry Hub Louisiana juss/mmbiul $ 7.56 $ 8.27 $ 8.74 $ 8.75 $ 8.66 2.0%
AECO (cs/mmbiul % 6.51 % 7.22 $ 7.69 $ 7.70 $ 7.61 2.3%
Hunlfingdon/Sumas ic$/mmbiul $ 6.51 $ 7.22 $ 7.69 $ 7.70 $ 7.6 2.3%
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5. LONG-TERM DEBT
2007 2006
Canadian dollar denominated debt ,
Bank credit facilities ) ,
Bankers acceptances $ 469 5 6,621
Medium-term notes ‘
7.40% unsecured debentures repoid March 1, 2007 -, 125
5.50% unsecured debentures due December 17, 2010 400 -
4.50% unsecured debentures due January 23, 2013 400 400
4.95% unsecured debentures due June 1, 2015 400 400
5,896 7,546
US dollar denominated debt '
Senior unsecured notes . .
__Adjustable rate due May 27, 2009 (2007 — U5362 million, 2006 — U5$93 million) 61 108
US dollar debt securities .
7.80% due July 2, 2008 (2007 — US$8 million, 2006 — US$8 million) 8 9
6.70% due July 15, 2011 (2007 — US$400 million, 2006 — US3400 million) 395 466
5.45% due October 1, 2012 {2007 — US$350 million, 2006 — US$350 million) 346 , 408
__4.90% due December 1, 2014 (2007 — US$350 millicn, 2006 — US$350 million) 346 408
6.00% due August 15, 2016 (2007 - US$250 million, 2006 — US$250 million) 247 . 291
__5.70% due May 15, 2017 [2007 - US$),100 miltion, 2006 - USSnil) 1,087 -
. 7.20% due January 15, 2032 (2007 - US$400 million, 2006 = US$400 million] 395 , 466
6.45% due June 30, 2033 (2007 — US$5350 million, 2006 — US$350 mitlion} 346 408
__5.85% due February 1, 2035 (2007 - US5350 million, 2006 — US$350 million} 346 408
__6.50% due February 15, 2037 {2007 - US$450 million, 2006 — US$450 million) 445 525
6.25% due March 15, 2038 (2007 — US51,100 million, 2006 ~ US$nill 1,087 -
Less - original issue discount on senior unsecured notes and US dollar debt securities™ (23} -
5086 3.497
Change in fair value of interest rate swaps on US dollar debt securities 9 -
5,095 3,497
Long-term debi before transaction costs 10,991 1,043
Less - transaction cosis™® {51) -

$ 10,940 3 11.043

[V Effective January 1, 2007, the Cornpany has included unamortized original issue discounts and directly atfributable tronsaction costs in the carrying value of the outstanding debt.

[2] The corrying values of US$350 million of 5.45% notes due October 2012 end 153350 million of 4.90% notes due December 2014 have been adjusted by $¢ million to reflect the fair
value impact of hedge accounting.

13] Transaction costs primarily represent underwriting commissions charged as a percentage of the related debt offerings, as well as tegal, rafing agency and other professional fees.

BANK CREDIT FACILITIES
As at December 31, 2007, the Company had in place unsecured bank credit facilities of $6,209 million, comprised of:

a $100 million demand credit facility;

a non-revolving syndicated credit facility of $2,350 million maturing October 2009,
a revolving syndicated credit facility of $2,230 million maturing June 2012;

a revalving syndicated credit facility of $1,500 million maturing June 2012; and

a £15 million demand credit facility related to the Company’s North Sea operations.

During 2007, one of the revolving syndicated credit facilities wos increased from $1,825 million to $2,230 million and a $500 million demand credit
facility was terminated. The revelving syndicated credit facilities were also extended and now mature June 2012. Both facilities are extendible
annually for one year periods at the mutual agreemeni of the Company and the lenders. If the facilities are not extended, the full amount of the
outstanding principal would be repayable on the maturity date.

In conjunction with the closing of the acquisition of Anadarko Canada Corporation "ACC*} in November 2006 (note 15}, the Company executed @
$3,850 million, non-revolving syndicated credit facility maturing in October 2009. In March 2007, $1,500 million was repaid, reducing the facility
10 52,350 miillion.

The weighted average interest rate of the bank credit facilities outsianding at December 31, 2007, was 5.2% {2006 — 4.8%).

In addition to the cutstanding debt, lefters of credit and financial guarantees aggregating $345 million, including $300 million related to the
Horizon Project, were outstanding at December 31, 2007,
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MEDIUM-TERM NOTES

In December 2007, the Company issued $400 million of unsecured notes maturing December 2010, bearing interest at 5.50%. Proceeds from
the securities issued were used to repay bankers’ acceptances under the Company’s bank credit facilities. After issuing these securities, the
Company has $2,600 million remaining on its oulstanding $3.000 million base shelf prospectus filed in September 2007 that allows for the issue
of medium-lerm notes in Canada untit October 2009. [f issued, these securities will bear interest as determined at the date of issuance.

During 2007, $125 million of the 7.40% unsecured debenfures due March 1, 2007 were repaid.

In 2006, the Company issued $400 million of debt securities maturing January 2013, bearing interest ot 4.50%. Proceeds from the securities
issued were used to repay bankers’ acceptances under the Company's bank credit facilities.

SENIOR UNSECURED NOTES
The adjustable rate senicr unsecured notes bear interest at 6.54%, with annual principal repayments of US$31 million due in May 2008 and
May 2009, During 2007, US331 million of the senior unsecured notes were repaid.

US DOLLAR DEBT SECURITIES

In March 2007, the Company issued US$2,200 million of unsecured notes, comprised of US$1,100 million of unsecured notes maluring
May 2017 and US31,100 million of unsecured noltes maturing March 2038, bearing interest at 5.70% and 6.25%, respeclively. Concurrently,
the Company entered info cross currency swaps to fix the Canadian dollar inferest and principal repayment amounts on the entire
US$1,100 million of unsecured notes due May 2017 at 5.10% and C$1,287 million (note 12). The Company olso entered info a cross currency
swap to fix the Canadian dollar inferest and principal repayment amounts on US$550 million of unsecured notes due March 2038 at 5.76%
and C$644 million (nole 12). Proceeds from the securities issued were used fo repay bankers’ acceptances under the Companys bank
credit facilities.

During 2007, the Company de-designated the portion of the US dollar denominated debt previously hedged against its net investrnent in
US dollar based seif-sustaining foreign operations. Accordingly, all foreign exchange (gains) losses arising each pefiod on US dollar denominated
long-term debt are now recognized in the consolidated statement of earnings.

In 2006, the Company issued US$250 million of unsecured noles maturing August 2016 and US$450 million of unsecured notes maturing
February 2037, bearing interest at 6.00% and 6.50%, respectively. Concurrenily, the Company enfered into cross currency swaps fo fix the
Canadian dollar interest and principal repayment amounts on the US$250 miflion notes at 5.40% and C$279 million {note 12). Proceeds from the
securities issued were used 1o repay bankers’ acceptances under the Company’s bank credit facilities.

In September 2007, the Company filed a base shelf prospectus that allows for the issue of up to US$3,000 million of debt securities in the US
until October 2009.

Subseguent fo December 31, 2007, the Company issued US$1,200 million of unsecured notes under this US base shelf prospectus,
camprised of US$400 million of 5.15% unsecured notes due February 2013, US$400 million of 5.90% unsecured notes due February 2018, and
U5$400 million of 6.75% unsecured notes due February 2039. Proceeds from the securities issued were used fo repay bankers’ acceptances
under the Company's bank credit facilities. After issuing these securities, the Company has US$1,800 million remaining on its ocutstanding
US$3,000 million base shelf prospectus. If issued, these securities will bear interest as determined at the date of issuance.

REQUIRED DEBT REPAYMENTS
Required debt repayments are as follows;

Year Repayrent
2008 o 3 39
2009 _ ___ 5 2,361
2010 B . I 3 400
201 - - 5 395
2012 ) e 5 36
Thereafter $ 5,098

No debt repayments are reflected for $2,366 million of revolving bank credit facilities due to the extendable nature of the facilities.

6. OTHER LONG-TERM LIABILITIES

2007 2006
Asset refirement obligations - _ o L 5 1074 5 1166
Stock-based compensation - o B 529 144
Risk monagement fote 121 1474 0 -
Other 10 94
_ o _ L e 2,004
Less: current portion 1,617 on
$ 1,561 $ 1,393
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ASSET RETIREMENT OBLIGATIONS

At December 31, 2007, the Company's total estimated undiscounted costs fo sefile its asset refirement obligations were approximately
$4,426 million (2006 - $4,497 million). Payments fo setile these asset retirement obligafions will occur on an ongoing basis over a periad of
approximately 60 years and have been discounted using a weighted average credit adjusted risk-free interest rate of 6.6% (2006 — 6.7%;
2005 - 6.8%). A reconciliation of the discounted asset retirement obligations is as follows:

2007 2006 2005
Assel retirement obligations .

Balonce — beginning of year S 1166 % mz s g
Liabilities incurred AN 26 47
_Libilities (disposed) acquired Inote 15 165) 56 -
__liabilifies settled 7 [75) (46l
__Asset refirement obligation accretion 70 68 69
__ Revision of estimates 35 {21 (561

Foreign exchange (82) - 21
Balance — end of year $ 1,074 % 1,166 $ 12

STOCK-BASED COMPENSATION
The Company recognizes a liability for the potential cash settlements under its Option Plan. The current portion represents the maximum amount
of the liability payable within the next twelve month period if all vested options are surrendered for cash settlement.

2007 2006 2005
Stock-based compensation )
Balance - beginning of year S .. 3 744 % 891 5 323
Stock-based compensation ) 193 139 723
__Cash payment for options surrendered ) o (375) [264) 1227)
Transterred to common shares o) {107) [29}
Capitalized io Horizon Project 58 79 101
Balance - end of year 529 744 -
Less: current porfion 390 61 629
$ 139 $ 133 $ 262

7. EMPLOYEE FUTURE BENEFITS

In connection with the acquisition of ACC, the Company assumed obligations to provide defined contribution pension benefits 1o cerlain ACC
employees confinuing their employment with the Company, and defined benefit pension and other post-retirement benefits 1o former ACC
employees, under registered and unregistered pension plans.

The esfimated future cost of providing defined benefit pension and other post-refirement benefits to former ACC employees is actuarially
determined using management's best estimates of demographic and financial assumptions. The discount rate of 5.5% {2006 — 5.0%} used to
determine accrued benefit obligations is based on a year-end market rate of interest for high-guality debt instruments with cash flows that match
the timing and amount of expected benefit payments. Company contributions to the defined contribution plan are expensed as incurred.

The benefit abligation under ihe registered pension plan at December 31, 2007 was $32 million (2006 - $29 million). As required by government
regulations, the Company has set aside funds with an independent trustee fo meet these benefit obligations. As at December 31, 2007, these
plan assets had a fair value of $47 million (2006 - $54 million). The unregistered pensicn plan and other post-retirement benefits are unfunded
and have a benefit obligation of $10 million at December 31, 2007 (2006 - $15 million).

8. TAXES
TAXES OTHER THAN INCOME TAX

2007 2006 2005
Current pefroleum revenue jax expense $ 97 3 196 $ 181
Deferred petroleumn revenue fax expense [recavery) _ 44 37 9]
Provincial capital taxes aond surcharges 24 23 22
S 165 $ 256 5 194
INCOME TAX

The provision for income tax is as follows:
2007 2006 2005
__Current income tax — North America _ L $ %6 3 143 $ 99
__ Curreni income tax - Norih Sea o 20 30 155
Current income tax — Offshore West Africa 74 49 32
Current income fax expense 380 222 286
Future income tax {recovery} expense (456} 652 353

Incame tax lrecoveryl expense s 76, $ 874 b 639
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The provision for income tax is different from the amount computed by applying the combined statutory Canadian federal and provincial income
tax rates fo earnings before taxes. The reasons for the difference are as follows:

2007 2006 2005
Canadion statutory income tax rale 32.5% 34.9% 38.0%
Income tax provision at statutory rate 5 877 % 1,275 ) Né
Effect on income taxes of:
Non-dedudible portion of Canadian crown payments - 131 309
Canadion resource allowance - 29t (2931
Deductible UK pefroleum revenue fox (rg)] (82 (65}
Foreign {ax rate differentials — 79 92 1}
Narth America income 1ax rate and other legislative changes e (864) 1438] 1%
UK income tax rate changes . -, 10 -
Céte d'voire income tax rate changes — -, (67) -
Non-taxable portion of foreign exchange [gaint loss {96) 3 D&
Other U] 123) 7
Income tax irecoveryl expense $ 76 % 874 $ 639
The following table summarizes the temporary differences that give rise to the net future income tax asset and liability;
2007 2006
Future income tax liabilities i
Property, plant and equipment _ $ 5,695 _S_ _6QE
Timing of parinership items e 1,288 1394
Unreglized foreign exchange gain on long-term debt 199 93
Unredlized risk management activities - 40
Other 5 _ 1
future incorne toxassets 0000000000000
Assel retirement obligations (380} _487
Loss carryforwards for income lax (104) {851
Slock-based compensation (125) _[232)
Unrealized risk management activities (399) -
Deferred pefroleum revenue fax 20 24)
Net future income tax liability L 6,249 6800
Less: current portion of future income tax asset {480) [163)
Future income tax liability $ 6,729 $ 6,963

During 2007, enacted or substantively enacted income tax rate and other legislative changes resulted in a reduction of future income tax
liahilities of approximately $864 million in North America. As a result of the enacted income tax rate changes, the Canadian Federal corporate
incorme tax rate will be reduced over the next five years from 21% in 2007 to 15% in 2012,

During 2006, enacted income tax rate changes resulted in a reduction of future income tax liabilities of approximately $438 million in
North America, an increase of future income tax liabilities of approximately $110 million in the UK North Sea and a reduction of fuiure income tax
liabilities of approximately $67 million in Cdte d'lvoire.

During 2005, enacted income tax rate changes resulted in a reduction of future income lax liabilifies of approximately $19 million in
North America.

During 2003, the Canadian Federal Government enacted legistation to change the taxation of resource income. The legislafion reduced the
corporale income tax rate on resource income from 28% to 21% over five years beginning January 1, 2003. Over the same period, the deduction
for resource alfowance was phased out and a deduction for actual crown royalfies paid was phased in. As a resull, in 2007 crown royalfies were
fully deductible and the Company is no longer eligible for the resource allowance.

9. SHARE CAPITAL

AUTHORIZED

200,000 Class 1 preferred shares with a stated value of $10.00 each.
Unlimited number of common shares without par value.,

ISSUED
2007 2006
Number of Number of
shares shares
Common shares Ithousandst Amount {thousandsl Amount
Balance — beginning of year 537,903 $ 2,562 536,348 $ 2,442
Issued upon exercise of stock options 1,826 n 2040 21
Previously recognized liability on stock options exercised for common shores - 9 - 01
Purchase of common shares under Normal Course Issuer 8id - - {485) (2)
Balance — end of year 539,729 $ 2,674 537,903 $ 2,562
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NORMAL COURSE ISSUER BID

During 2007, the Company did not purchase any common shares for cancellation pursuant to the Normal Course Issuer Bid previously filed, for
the twelve month period beginning January 24, 2007 and ending on January 23, 2008 (2006 — 485,000 common shares were purchased at an
average price of $57.33 per commaon share for a total cost of $28 million, 2005 — 850,000 common shares were purchased af an average price
of $53.29 per common share for a tatal cost of $45 million). The Company has not renewed the Normal Course Issuer Bid in 2008.

DIVIDEND POLICY
The Company has paid regular quarterly dividends in January, April, July and October of each year since 2001. The dividend policy undergoes
a periodic review by the Board of Direciors and is subject to change.

In February 2008, the Board of Directors set the Company's regular quarterly dividend at $0.10 per common share (2007 - $0.085 per common
share, 2006 — $0.075 per common share).

STOCK OPTIONS

The Company's Option Plan provides for granting of stock options o employees. Stock options granted under the Option Plan have terms
ranging from five to six years to expiry and vest equally over a five-year period. The exercise price of each stock option granted is determined at
the closing marke! price of the common shares on the Toronto Stock Exchange on the day prior fo the grant. Each stock option granted provides
the holder the choice to purchase one common share of the Cormpany at the stated exercise price or receive a cash payment equal fo the
difference between the stated exercise price and the market price of the Company’s common shares on the date of surrender of the option.

The following table summarizes information relating to stock options outstanding at December 31, 2007 and 2006:

2007 2006
Stock Weighted Stock Weighted
options average opfions average
thousandsl  exercise price itheusandsl exercise price
Ouistanding - beginning of vear 34,43 $ 33.77 30,510 % 17.79
Granted 7,502 $ 7003 13,090 $ 59.61
Surrendered for cash setlement . (7.249) $ 16.10 15,180) $ 12.60
Exercised for common shares 1,826) $ nn [2,040) 3 10.67
Forfeited (2,199 $ 46.46 11,949) $ 37.51
Qutstanding — end of year 30,659 $ 47.23 34,431 $ 33.77
Exercisable — end of year 7,640 $ 3000 9177 $ 14.73
The range of exercise prices of stock options cutstanding and exercisable at December 31, 2007 were as follows:
Stock options oulstanding Stock opfions exercisable
Weighted Weighted Stock Weighted
Stock options average average options average
outstanding remaining exercise exercisable exercise
Range of exercise prices lihousands) term tyeors) price thousands} price
$9.63 - 59.99 935 0.06 $ 9.63 935 $ 9.63
$10.00 - $19.99 5,510 1.38 $ 15.50 2,886 $ 14.66
$20.00 - $29.99 3.946 2.32 $ 25.47 1,187 5 2525
$30.00 - $39.99 1,012 2.72 $ 33.25 278 $ 33.28
$40.00 - $49.99 573 4.06 $ 46.79 133 $ 45.87
$50.00 - $59.99 5,980 3.76 % 57.99 1,168 5 57.81
$60.00 - $69.99 5,762 416 $ 61.59 1,053 $ 61.75
$70.00 - $73.35 6,941 516 $ 70.72 - $ -
30,659 3.40 $ 47.23 7,640 $ 30.00
10. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
The components of accumulated other comprehensive income (loss), net of tuxes, were as follows:
2007 2006
Derivative financial instruments designated as cash flow hedges $ 01, $ -
Foreign currency translation adjustment 29) 03l
s 72 3 13

During the next twelve monihs, $22 million is expected fo be reclassified to net earnings from accumulated other comprehensive income,



Canadian Natura)
Poge 88

11. NET EARNINGS PER COMMON SHARE

The following table provides a reconciliation between basic and diluted amounts per common share:

[ihousonds of shares) 2007 2006 2005
Weighted average commen shares outstanding — basic . 539,336 _ 537,339 536,650
Assumed setllement of preferred securities with common shares™ - - 1,775
Weighted average common shares outstanding — diluted 539,336 537,339 538,425
Net earnings $ 2,608 5 2,524 $ 1,050
Interest on preferred securities, net of taxes™ - = s
Revaluation of preferred securities, net of taxes” - - {2)
Diluted net earnings $ 2,608 $ 2.524 $ 1,052
Net earnings per cormon share .

Basic — $ 484 5 470 & 196

Diluted $ 4.84 $ 4.70 5 1.95

11 The preferred securities were redeemed in September 2005.

12. FINANCIAL INSTRUMENTS
RISK MANAGEMENT

The Company uses derivative financial instruments to manage its commodity price, foreign currency and interest rate exposures. These derivative
financial instruments are entered into solely for hedging purposes and are not intended for frading or other speculative purposes.

Commencing January 1, 2007, the Company recorded all of its derivative financial instrumenis on the balance sheet at fair value, including
those designated as hedges. As at December 31, 2006, the net unrecognized asset related 1o the estimated fair values of derivative financial

instruments designated as hedges was $222 million.

The estimated fair values of derivative financial instruments recognized in the risk management asset {liabilityl were comprised as follows:

N L_.007 o _ 206
Risk Risk
‘ management monagement Deferred
Asset {liability} mark-to-market  mark-io-market revenue
Balance — beginning of year . $ 128 % 877 3% {8y
Relained earnings effect of adoption of financial instrumenis standards tote 2 e 4 - =
Net cost of outsianding put options 58 45 -
Net change in fair value of outstanding derivative financial instruments attributable to: o
Risk management activities L .4001 1,005 ——=
Interest expense 9 - -
foreign exchange {350} - -
QOther comprehensive income 125 - -
Amorlization of deferred revenue - - 8
_____ ey 583 -
Add: put premium financing obtigations™ (58) (455} -
Balance — end of year . nazay 128 -
Less: current portion ) (1,227) 38 -
S 247) 5 40 $ -

{1) The Company has negotiated payment of put opfion premiums with various counterparties a1 the time of actual settlement of the respective oplions. These obligations have been

reflected in the net risk manogement asset {liabilityl.

Net losses [gains) from risk management activities for the years ended December 31 were as follows:

2007 2006 2005

Nei realized risk management loss 3 162 3 1325 5 1027
Net unrealized risk management loss [gain) 1,400 11,013) 925
5 1,562 $ 312 $ 1,952
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FINANCIAL CONTRACTS

The Company’s financial instruments recognized in the consolidated balance sheets consist of cash and cash equivalents, accounts receivable,
accounts payable, accrued liabilities, risk management activities, and long-term debt. The carrying value of these financial instruments
approximates their fair value, except as noted below.

R B , Ll 2007 Lo m0s
{Liability} asset Carrying value Fair value  Carrying value Fair value
Derivative financial instruments o N ] nae) $ naw 5 583 % _805
Fixed rate notes $ {6,318) $ 6,259} % {4,410 5 14,434)

The estimated fair values of these financial instruments have been defermined based on the Company’s assessment of available market
information, appropriate intemal valuation methodologies and/or third party indications. However, these estimates may not necessarily be
indicative of the amounts that could be realized or settied in a current market transaction and the differences may be material.

COMMODITY PRICE RISK MANAGEMENT

As ai December 31, 2007, the Company had the following net financial derivatives outstanding to manage its commodity price exposures:

Remaining ferm Volume Weighted average price Index
Crdeoll el
Crude oil price callars” Jan 2008 —Mar2008 50,000 bbl/d ... . Usse000-usseo0s . WII
. Jon2008-Jun2008 25000 bbl/d _Usse0.00-Uss8044 Wil
_____ - _ _Apr2008-Sep2008  25000bblid __ USS60.00-USs80As . _WIL
. ___ . Juocos-sep2008 _  __25000bbl/ld _ USS7000-USSIZ37S ___ WI
. _Oct2008-Dec2008 ___ _ 25000bbl/d USS70.00-UsENZ263 W
e __Jan2008-Dec2008 __ _ 20000bblid USS5000-USS63.53 Mayan Heavy
DU .. .. Jan2008-Dec2008 ~__ _ _ 50.000bbl/d Us$6000-US$7522 WL
— Jan 2008 - Dec 2008 50,000 bbl/d US560.00 -US$76.05 ; Wh_
L don2008-Dec2008 50,000 bbl/d - Usse0.00-Us$76.98 ] wWhn
Crude oil puts Jon 2008 - Dec 2008 50,000 bbl/d U5555.00 WTI

1l Subsequent to December 31, 2007, the Company entered info 25,000 bbl/d of US$70.00 - US5111.56 Wi collars for the period January o December 2009.

The cosl of outstanding pul options of US$59 million will be setited in 2008.

Remaining term Volume Weighted average price Index

Natralges = _ . . . . B S
AECO price collars ) Jon 2008 - Mar 2008 400,000 Gi/d Cs7.00-C$1408 AECO
Jun 2008 — Mar 2008 500,000 G)/d C$7.50 - C510.8) AECO

Commodity related derivative financial instruments designated as hedges at December 31, 2007 were all classified as cash flow hedges.

The Company’s outstanding commodity financial derivatives are expected to be settied monthly based on the applicable index pricing for the
respeclive contract monih.

As at December 31, 2007, the net pre-tax unrealized loss related to the de-designation of commodity cash flow hedges was 515 million
{2006 — $41 million), This unrealized loss will be recognized in net earnings in 2008.

INTEREST RATE RISK MANAGEMENT

The Company is exposed 1o interest rate price risk on ils fixed rate long-term debt and to interest rate cash flow risk on its floafing rate long-term
debt. The Company enters ino interest rate swap agreements 1o manage ifs fixed to floating inferest rate mix on long-term debt. The interest
rate swap contracls require the periodic exchange of payments without the exchange of the notional principal amounts on which the payments
are based. At December 31, 2007, the Company had the following interest rate swap confracts outstanding:

Remaining term Amount (5 millionst Fixed rate Floating rate
Inferestrate . R S A
Swops —fixedtofloating~  Jan 2008 - Ocl 2012 ~ Us33s50 . 545% UBORY + 0.81%
Jan 2008 - Dec 2014 Us3350 4.90% LIBOR™ + 0.38%

{I} London Interbank Offered Rate

All interest rate related derivative financial instruments designated as hedges at December 31, 2007 were classified as fair value hedges.
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FOREIGN CURRENCY EXCHANGE RATE RISK MANAGEMENT

The Company is exposed 1o foreign exchange rate risk in Canado on its US dollar denominated dett and on product sales based on
US dollar denominated benchmarks. The Company is also exposed to foreign exchange rate risk on transacfions conducted in foreign currencies
in its foreign subsidiaries and in the carrying value of its self-sustaining foreign subsidiaries. The Company enters into cross currency swap
agreements 1o manage currency exposure on US dollar dencminated ong-term debi. The cross currency swap contracts require the periodic
exchange of payments with the exchange at maturity of notional principal amounts on which the payments are based. The Company may
also enter into foreign currency denominated financial contracts to manage future US dollar denominated crude oil and natural gas sales.
Al December 31, 2007, the Company had the following cross currency swap contracts outsianding:

Amount  Exchange rate Interest rate Interest rate

Remaining term 1$ millions) USS/CS) 3231 ]

Currency o
swaps Jan 2008 - Aug 2016 Us5250 1.116 _ 600% 5.40%
Jan 2008 - May 2017 __Ussiioo 1.170 570% 5.10%
Jan 2008 - Mar 2038 Us$550 1170 6.25% 576%

All cross currency related derivative financial instruments designated as hedges al December 31, 2007 were classified os cash flow hedges.

COUNTERPARTY CREDIT RISK MANAGEMENT

Accounts receivable are mainly with customers in the ¢crude cil and natural gas industry and are subject to normal industry credit risks. The
Company manages these risks by reviewing its exposure o individual companies on a regular basis and where appropiiate, ensures that
parental guarantees or leflers of credit are in ploce to minimize the impact in the event of default,

The Company is also exposed to possible losses in the event of nonperformance by counterparties fo derivative financial instruments; however,
the Company manages this credit risk by enfering info agreements with substantially all investment grade financial institutions and other
entities, At December 31, 2007, the Company had net risk management assets of $20 million (December 31, 2006 - $161 million) with spexific
counterparties related o derivative financiat instruments.

13. COMMITMENTS AND CONTINGENCIES
The Company has commitied to cerfain payments as follows:

2008 2009 2010 201 2002 Thereafter
Product transporiation and pipeline $ 232 % 151 $ 13 % 0 3 N $ 972
Offshore equipment operating lease” $ 114 $ 129 5 n3 $ m b 90 % 387
Offshore drilling™¥ $ 267 % 85 3 39 $ 3 R -
Assel refirernent obligations*! $ 33 0% 4 % _ 5 % 4 3 4 3 4,376
Office leases $ 2% 3 28 $ 48 & 002 % _3 $ -
Electricity and other ] 166 $ 173 $ 25 5 4 $ - $ -

(I} Ofishore equipment operating leases are primarily comprised of obligations related to floafing production, storage and offtake vessels ['FPSO"). During 2006, the Compony entered
into an agreement to lease an addificnal FPSO commencing in 2008, in connection with the plonned offshore development in Gobon, Offshore West Africa. During the initial term,
the fotal annuo! payments far the Gabon FPSO are estimated fo be US$50 million.

12) During 2007, the Company entered into a one-year agreement for offshore drilling services related to the Baobab Field in Cote divoire, Offshore West Alrica. The ogreement is
scheduled lo commence in 2008, subject to rig avallability, Estimated total poyments of US$100 million, after joint venture secoveries, have been included in this fable for the pericd
2008 - 2009.

13) During 2007, the Company awarded contracts for a drilling rig and for the construction of wellhead towers in connection with the planned offshore development in Gabon,
Offshare West Africa, Estimated ool payments of US$393 million have been included in this table for the period 2008 - 2010.

{41 Amounts represent management’s esfimate of the fulure undiscounted payments to sefile asset refirement obligations related 1o resource properties, faciliies, and production
platforms, bosed on current legislation and industry operating proctices. Amounts disclosed for the period 2008 — 2012 represent the minimum required expenditures to meet
these obligations. Aclual expenditures in any particular year may exceed these minimum amounts.

In addition to the amounts disclosed above, the Company has budgeled construction costs of approximately $1.7 billion to $1.9 billion for 2008
related to the planned completion of Phase 1 of the Horizon Project.

The Company is defendant and plaintiff in a number of legal actions that arise in the normal course of business. In addition, the Company
is subject to certain contractar construction claims related to the Horizon Project. The Company believes that any liabilities that might arise
pertaining lo any such matters would not have a material effect on its consolidated financial position.
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14, SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Changes in non-cash working capital were as follows:
2007 2006 2005

{Increase] decrease in non-cash working capital .
Accounts receivable and other $ 334 % mer % {498)
Accounts payable {456} 157 196
Accrued liabilities {402) (582) 716
Net change in non-cash working capital $ {524 % 34 % 414
Relaling fo: )
Operating activities $ {346) S 679 % (147)
Financing oclivities 8 a7 19
Investing aclivilies (i8é) 101 542

$ {524) 5 (541 $ 414
Other cash flow infermation: 2007 2006 2005
Interest paid s 556 % 262 $ 200
Taxes paid $ N8 $ 703 5 430

15. BUSINESS COMBINATIONS

ANADARKO CANADA CORPORATION

In November 2006, the Company completed the acquisition of all of the issued and outstanding common shares of ACC, a subsidiary of
Anadarko Petroleum Corporation, for net cash consideration of $4,641 million including working capital and other adjusiments. Substantially ail
of ACC's land and production base are localed in Western Canada.

The acquisition was accounted for using the purchase method. Operating results from ACC have been consolidated with the results of the
Company effective from November 2, 2006, the date of acquisition, and are reported in the North America segment. The allocation of the net
purchase price {o assels acquired and liabilities assumed based on their fair values was as follows:

November 2, 2006

Net purchase price:

Net cash consideration™ $ 4,641
Net purchase price allocated as follows:

Non-cash working capital deficil assumed and other % {105|
Property, plant and equipment 6,249
Long-term debt k]
Asset refirement obligation 156)
Fulure income tax (1,438}

$ 4,641

(1) Net cash consideration was reduced by $88 million fo reflect the setilement of US dollar currency forward coniracls designated as hedges of the ACC purchase price.
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16. SEGMENTED INFORMATION

The Company’s conventional crude oil and natural gas aclivities are conducted in three geographic segments: North America, North Sea and
Offshore West Africa. These activities relate ta the exploration, development, production and marketing of conventional crude oil, natural gas

liquids and natural gas.

The Company’s Horizon Project is o separaie segment from conventional crude oil and natural gas activities as the biturnen will be recovered
through mining operations. There are currently no revenues for this projec and all direcily reloted expendilures have been capitalized.

Midstream activilies include the Company’s pipeline operations and an electricity co-generation system.

Activities that are not included in the above segments are included in the segmented information as other.

Infer-segment eliminations include internal transporiation and electricity charges.

Conventional Crude Oil and Natural Gas

North America North Sea Offshore West Africa .
2007 2006 2005 2007 2006 2005 2007 2006 2005
Segmented revenue $ W93 9066 % B8955% 1,597 % 16165 1659 S 776 3 950 5 485 .
Less: royalties 1,318} (1,203) {1,350} (3} (3) (3 70) (39 13)
Revenue, net of royalties 8,831 7.863 7,605 1,594 1613 1,656 706 on 472
Segmented expenses . . . -
Production 1,642 1,436 1,21 432 390 379 94 106 53 o
Transportation and blending 1,595 1,465 1,310 6 15 20 1 1 - L
Depletion, depreciation and amortization 2,350 1,897 1,595 340 297 306 165 189 104 o
Asset refirement obligation accretion as 35 34 30 31 34 2 2 1 o
Redlized risk management activities 129 1,022 870 33 303 157 - - -
Total segmented expenses 5,754 5,855 5,020 a51 1,036 896 262 298 158
Segmented eamings before the following § 3,077 § 2008 3 2585 § 743 % 577 % 760 % 444 3 613 % 3
Non-segmented expenses _ } o
Adminisiration o
Stock-based compensation o S _ -
Interest, net o o . L .
Unrealized risk managernent activities -
Foreign exchange (gain) loss
Total non-segmented expenses
Earnings before taxes L
Taxes other than income tax _ - _
Current income fax expense o
Fulure income 1ax {recoveryl expense
Net eamings
CAPITAL EXPENDITURES
.07 2006 i}
Non cash and Non cash and
Net fair value Capitalized Net fair value Capitalized
expenditures changes" costs expenditures changes™ costs
Conventional crude oil and natural gas _ S o
North America $ 2428 § 52 $ 2480 § 793§ 1521 % 9,457
North Sea 439 77 362 646 N4 632
Offshore West Africa 159 m 148 134 . -
Other 1 - 1 1 - i
3,027 (36) 2,99 8,727 1,508 10,235
Horizon Project™ 3,30 - 3,301 3,185 - 3,185
Midsiream 6 - 6 12 - 12
Head office 20 - 20 26 - 26
$ 6,354 $ 36} $ 6,318 $ 11,950 $ 1,508 $ 13,458

11} Asset retirement obligations, future income tax adjustments related to differences between carrying value and tax value, and ather fair value adjustments.

{2] Net expenditures for the Horizon Project also include capitalized interest and stock-based compensation.
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o o . Midstream Inter-segment elimination and other Total
2007 2006 2005 2007 2006 2005 2007 2006 2005
L L o L 745 725 _ 778  [S3)5_ _ (615 i46)$ 12,5435 1643 5 11130
- - - - - - nasy (245 (1,366)
74 72 77 (53) 6] 146] _N,152 10,398 9,764
o - - 22 23 24 6 8l 4 2184 1949 1,663
) o _ - - - - 42 (38) @7 1570 1443 1,293
e - 8 8 8 - - - 2,863 2391 2,013
o ] L - - - - - 70 68 69
- - - - - - 62 1325 1,027
30 3l 32 148) (44) 141 6,849 7076 6,065
43 45 45 § (5) 5 713 5 4,303 3222 3,699
B o o o - - 208 180 1
) ] B - o - - T 193 139 723
— — ) o . o R 276 140 149
. s - T e00 0oy 925
(7)) 122 nazi
1,606 (432] 1,816
- o B - - 2,697 3,654 1,683
. ] o o ] - 165 256 194
_ e __ o o o - 380 222 286
(456) 652 353
2,608 5 2524 5 1050
SEGMENTED ASSETS
2007 2006
Conventional crude ol and naturalgos . .
NorhAmerica e e $ 2367 5 23670
NonhSeo 1,957 2,248
__ Offshore West Africa - T 1356 3323
~_Other L - o e
HorzonProjeat i 8,740 5,444
Midsream e B - 333 355
Head office o T o 72 74
$ 36014 5 33160
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17. DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY ACCEPTED ACCOUNTING PRINCIPLES
The Company's consolidated financial stalements have been prepared in accordance with Canadian GAAP. These principles conform in all
material respects with US GAAP except for those noted below. Certain differences arising from US GAAP disclosure requirements are not

addressed.
The applicafion of US GAAP would have the following effects on consolidated net earnings as reported:
Imillions ol Canadian dollors, except per common share amaunts) Notes 2007 2006 2005
Net ecrnings -~ Canadian GAAP $ 2608 3 2524 % 1,050
Adjustments )
Depletion,
net of taxes of $1 million (2006 — $1 million, 2005 — $3 million) I1A,D) 0} 2 4
Slock-based compensation,
nel of foxes of $3 million (2006 — $18 million, 2005 - $nil (Bl (22} 140} -
Future income toxes IH {234) = -
Derivative financiol instruments and hedging activities,
nel of taxes of Snil {2006 — $15 million, 2005 — $1% milliont IC.D) - n7 19}
Nei earnings before cumulative effect of change in accounting policy ~ US GAAP 2,342 2603 1035
Cumulative effect of change in accounting policy,
net of taxes of 3nil {2006 — 53 million, 2005 — $nil) {B) - {8] -
Net earnings — US GAAP $ 2,342 $ 2,595 $ 1,035
Nei earnings before cumulative effeci of change in accounting policy - US GAAP per common share . o
Basic s 4.34 i $ 484 % 1.93
Diluted 3] $ 432 5 477 $ 1.88
Nel earnings — US GAAP per common share ‘ e
Basic $ 434 5 483 % 1,93
Diluted IF) $ 432 $ 475 $ 1.88
Comprehensive income under US GAAP would be s follows:
Imillions of Canadian dollars| Notes 2007 2006 2005
Comprehensive income — Canadian GAAP o $ 2,534 & 2520 % 1047
US GAAP earnings adjustmenis {266) n.o o hs
Derivative financial instruments and hedging activities,
net of taxes of $nil (2006 — $394 million; 2005 — $312 million) {C.Dl - 805 1635
Comprehensive income — US GAAP s 2,268 % 3,396 % 397
The components of accumulated other comprehensive income under US GAAP, net of taxes, would be as follows:
2007 2006
Derivative financial instruments designaled as cash flow hedges o ) o $ m & 159
Foreign currency franslation adjustment 29) 13}
Accumulaled olher comprehensive income $ 72 $ 146
The application of US GAAP would have the following effects on the consolidated balance sheels as reported:
- e @0O?
Increase
{millions of Canadian dollars) Notes Canadian GAAP {Decrease) US GAAP
Current assels $ 2,181 $ - $ 2181
Properly, plant and equipment {A.B.D.E) 33,902 N 33,993
Other long-term assets il 3 51 82
s 36,114 142 $ 36,256
Current liabilities 1B) $ 3,563 $ &6 3,629
Long-term debt _ o i 10,940 51 10,991
Other long-term liabililies . B 1.561 20 1581
Fulure income tax o {4.B,D,EH] 6,729 236 6,965
Share capilal o 2,674 - 2,674
Refoinedeornings .~~~ 10,575 231 10,344
Accumulated other comprehensive income 72 - 72
$ 36,114 $ 142 $ 36,256
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2006
Increase

{millions of Canadian doliars) Notes Canadion GAAP (Decregse] US GAAP
Current assets Il $ 2,239 5 131 $ 2,370
Property, plant and equipment {A,B,D,E} 30,767 89 30,856
Other long-ferm assets 1} 154 29 183

$ 33,160 3 249 $ 33,409
Current liobilities [B) 3 3,071 $ 30 $ 30
Long-term debt © 11,043 (26) 0,017
Other long-term liabilities (Bl 1,393 20 1.413
Future income $ax (AB,C.DE 6,963 21 6,984
Share capital 2,562 - 2,562
Retained earnings 8141 45 8,186
Accumulated other comprehensive ltoss) income iQ 13) 159 146

$ 33,160 % 249 $ 33,409
Notes:

(A} Under Canadian full cost accounting rules, costs capitalized in each country cost centre are limited fo an amount equal to the undiscounted,

(B

(Cl

(D

{E)

future net revenues from proved reserves using estimated future prices and costs, plus the carrying amount of unproved properties and
major development projecis {the “ceiling test’l. Under the full cost method of accounting as set forth by the US Securities and Exchange
Commission, the ceiling test differs from Canadian GAAP in that future net revenues from proved reserves are based on prices and cosis as
at ihe balance sheet date "constant dollar pricing”) and are discounted at 10%. Capitalized costs and future net revenues are determined
on a net of tax basis. These differences in applying the ceiling test fo pricr years resulted in the recognition of a ceiling test impairment under
US GAAP, decreasing property, plant and equipment.

For the year ended December 31, 2007, US GAAP net eamings would have decreased by $4 million (2006 - increased by $3 million,
2005 —increased by $4 million}, net of income taxes of $8 million (2006 — $2 million, 2005 - $3 million) to reflect the impacdi of lower deptetion
charges. The 2007 income fax effect includes the effect of enacted Canadian income fax rate changes on this item.

The Company accounts for its stock-based compensation liability under Canadian GAAP using the intrinsic value method, as described in
nate 1{P). Under US GAAP. effective January 1, 2006, the Company would have adopted Financial Accounting Siandards Board Statement
{"FAS") 123IR), which requires companies to account for all stock-based compensation labilities using the fair value method, where fair
value is measured using an option pricing madel. The Company uses the Black Scholes option pricing mode! to determine the fair value
of its stock-based compensaticn liabiiity for US GAAP purposes. The previous US GAAP standard, FAS 123, required companies to account
for cash setfled stock-based compensation liabilifies using the inirinsic value method. For the year ended December 31, 2007, US GAAP
net earnings would have decreased by $22 miliion (2006 — $48 millicn), net of income faxes of $3 million (2006 — $21 million, including the
cumulative effect of the change in accounting policy of $8 million, net of income taxes of $3 million). The 2007 income tax effect includes the
effect of enacted Canadian income tax rate changes on this item. There was ne difference from Canadian GAAP prior to 2006.

Effective January 1, 2007, the Company adopfed new accounting standards for financial instruments as described in note 2. The Company’s
accounting policies for financial instruments under Canadian GAAP are described in notes 1(Q) and 1R). After adopting the new standards,
Canadian GAAP is substantially harmonized with US GAAP as prescribed by FAS 133, "Accounting for Derivative Financial Instruments
and Medging Activities,” as amended by FAS 138 and FAS 149. Prior to adoption of the new accounting poficies, for the year ended
December 31, 2006, assets would have increased by $160 million, liabilities would have decreased by $9 million, and accumulated other
comprehensive income would have increased by $159 million as a result of recording all derivative financial instruments at fair value in
accordance with US GAAP.

The net earnings associated with realized and unrealized hedge ineffectiveness on derivative confracts designated as cash flow hedges
during the year ended December 31, 2006 would have been $29 million, net of income taxes of $15 million (2005 - loss of $19 million, ne of
income taxes of $11 million).

During 2006, under Canadian GAAP, the Company hedged the foreign currency component of the US dollar purchase price of ACC using
derivative financial instruments formally designated as cash flow hedges. Under US GAAP, the foreign currency component of a business
combination is not eligible for cash flow hedging, and therefore, for the year ended December 31, 2006, the $88 million after-tax gain on the
derivative financial instruments would have been included in nel earnings. For the year ended December 31, 2007, US GAAP net earnings
would have been decreased by $6 million {2006 - $1 million), net of income taxes of $7 million (2006 — $1 million], fo reflect the impact of
higher depletion charges. The 2007 income tax effect includes the effect of enacted Canadian income tax rate changes on this item.

Under Canadian GAAP, the Company began capitalizing interest on the Horizon Project when the Board of Directors approval was received
in 2005. For US GAAP, capitalization of interest on projects consiructed over fime is mandatory and interest would have been capitalized
to the costs of construction beginning in 2004. As a result of applying US GAAP, an addifional $27 million would have been capitalized 1o
property, plant and equipment in 2004.
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(Fl Under Canadian GAAP, the Company is not required to include potential common shares related 1o stock options in the calculation of
diluted earnings per share as the Company has recorded the potential seftlement of the sfock options as a liability. Under US GAAP
FAS 128 “Earnings per Share”, the Company would have included potential common shares related to stock options in the calculation of
diluted earnings per share. for the year ended December 31, 2007, an additional 3,376,000 shares would have been included in the
calculation of diluted earnings per share for US GAAP (2006 - 8,762,000 additional shares, 2005 - 13,593,000 additional shares).

{Gl In July 2006, the FASB issued Interpretation ["FIN") No. 48 “Accounting for Uncertainty in Tax Positions — an Interpretation of FASB Statement
No. 109", effective for fiscal years beginning after December 15, 2006, FIN 48 prescribes thresholds for recognizing the benefits of uncertain
tax positions in the financial slatements. It also provides guidance on derecognition, classification, interes! and penaliies, disclosure and
transition. The adoption of this standard did not result in a reconciling itern under US GAAP.

H Under Canadian GAAP, the effects of income tax changes are recognized when the changes are considered substantively enacted, Under
US GAAP, the income tax changes would not be recognized until the changes are enacted into law. For the year ended December 31, 2007,
the differences between subsiantively enacted and enacted 1ax legislation results in a difference in timing of the recognition of a $234 million
future tax recovery.

{Il Effective January 1, 2007, under Canadian GAAP, debt issue costs on long-term debt must be included in the carrying value of the retated
debt. Under US GAAP, these items must be recorded as a deferred charge. Application of US GAAP would have resulted in the balance sheet
reclassification of $51 million of debt issue costs from long-term debi fo deferred charges in 2007. There was no difference from Canadian
GAAP prior to 2007.

()} US GAAP - Recently issued accounting standords

In September 2006, the FASB issued FAS 157 “Fair Value Measurements” effective for fiscal years beginning ofter November 15, 2007. The
implementation date was subsequently delayed until years beginning on or after November 15, 2008 except for non financial assets and
non financial liabilities that are recognized or disclosed at fair vatue in the financial stalements on a recurring basis lat least annually).
FAS 157 standardizes the meaning of “Fair Value® in all FASB statements that refer 1o fair value and expands disclosures abaut fair value
measurements, The Company is currently assessing the impaci this standard has on its consclidated financial statements.

In February 2007, the FASB issued FAS 159 “The Fair Value Option for financial Assets and Financial Liabiliies” effective for fiscal years
beginning after Novemnber 15, 2007, FAS 159 allows entities to carry most financial instruments at fair value, even if existing standards would
not require this, The Company is currently assessing the impact this standard has on its consolidated financial stalements.

In December 2007, the FASB issued FAS 141(R} “Business Combinations®, which replaces FAS 141 effective for fiscal years beginning affer
December 15, 2008. FAS 141(R) retains the purchase methed of accounting and requires assels acquired and liabilifies assumed in a business
combination to be measured at fair value at the date of acquisition. The standard also requires acquisition-related costs and restructuring
costs lo be recognized separately from the business combination. This standard is to be applied prospectively fo all business combinations
subsequent fo the effective date and does not require restatement of previously completed business combinations.
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Supplementary Oil & Gas Information

(unaudited)

This supplementary crude oil and natural gas information is provided in accordance with the United Stales FAS 69, “Disclosures about Oil and
Gas Producing Adlivities”, and where applicable is recanciled to the US GAAP financial information.

NET PROVED CRUDE OIL AND NATURAL GAS RESERVES

The Company retains qualified independent reserves evaluators to evaluate the Company’s proved crude oil and natural gas reserves, For the
years ended December 31, 2007, 2006, 2005 and 2004 the reporis by Sproule Associates Limited and Ryder Scott Company covered 100% of
the Company's conventional reserves.

Proved crude oil and natural gas reserves are the estimated quantifies of crude oil, natural gas and natural gas liquids that geological and
engineering data demonsirate with reasonable cerlainty to be recoverable in fuure years from known reservoirs under existing economic and
operating conditions. Proved developed reserves are reserves that can be expected to be recovered from existing wells with existing equipment
and operating methods.

Estimates of crude oil and natural gas reserves are subject io uncertainty and will change as additional information regarding producing fields
and technology becomes available and as future economic and operating conditions change.

The following table surmmarizes the Company's proved and proved developed conventional crude oil and natural gas reserves, net of royalfies,
as al December 31, 2007, 2006, 2005 and 2004:

North North Offshore

Crude oil and NGLs (mmbbl America Sea West Africa Total
Net proved reserves o o o L
Reserves, December 31, 2004 b4 303 ns 1066
Extensicns and discoveries o 98 = - 98
Improved racovery o 3 3 oz 8
Purchases of reserves inplace - = 15 15
Sales of reserves in place o . 13 - - {3)
Production - —— o _Mob S e 03]
Revisions of prior esfimates 18 9 10 37
Reserves, December 31, 2005 o ks 290 R . 1.118
Extensions and discoveries o 53 3 - 56
Improved recovery e . w’0 26 - 216
Purchases of reserves in place e . 26 - - 26
Sales of reserves in place - e - - - -
Producticn S [75) (22 113 me
Revisions of prior estimates () 2 9 10
Reserves, December 31, 2006 887 9% 130 136
Exlensions and discoveries o 30 - - 30
Improved recovery 13 é - 19
Purchases of reserves in place o 1 - - LI
Sales of reserves in place - - (3} - @
Production 7 {20} 10} on
Revisions of prior estimates &6 28 8 102
Reserves, December 31, 2007 920 310 128 1,358
Net proved developed reserves B

December 31, 2004 - o L 367 218 20 605

December 37, 2005 402 214 80 696

December 31, 2006 420 214 63 697

December 31, 2007 426 240 70 736
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North North Offshore
Natural gas (xf America Seq West Africa Tolal
Net proved reserves
Reserves, December 31, 2004 2,59 27 72 2,690
Exiensions and discoveries 506 - - 506
Improved recovery 30 - - 30
Purchases of reserves in place & - - 6
Soles of reserves in place (23) - - {23)
Production {41} {7} (1 {419)
Revisions of prior estimotes 42 9 i 52
Reserves, December 31, 2005 2,741 29 72 2,842
Extensions and discoveries 250 - - 250
Improved recovery 74 - - 74
Purchases of reserves in place 1.1 - - 1,1
Sales of reserves in place 1] - - m
Production (433} 15 13 (441]
Revisions of prior estimates (371 13 n3 137]
Reserves, December 31, 2006 3,705 37 56 3,798
Extensions ond discoveries 134 - - 134
Improved recovery 132 3 - 135
Purchases of reserves in place 12 - - 12 :
Sales of reserves in place - - - -,
Production 1503) {5) (4 512) |
Revisions of prior estimates Ll 46 12 99
Reserves, Decernber 31, 2007 3,521 a1 64 3,666
Net proved developed reserves
December 31, 2004 2,213 12 5 2,230
December 31, 2005 2,300 16 10 2,326
December 31, 2006 2,934 17 12 2,963
December 31, 2007 2,731 58 53 2,842
CAPITALIZED COSTS RELATED TO CRUDE OIL AND NATURAL GAS ACTIVITIES
2007
North North Offshora
imillions of Canadian dollars) America Sea West Africa Other Total
Proved properties 32,061 $ 3,164 S 1,695 14 36,934
Unproved properties 2,259 10 138 25 2,432
34,320 3,174 1,833 39 39,366 )
Less: accumulated depletion and depreciation {12,213 1,446) {645) (14} 14,318)
Net capitalized cosis 22,107 $ 1,728 S 1,188 25 25,048
2006
Narth Naorth Offshore
imillions of Canadian dollars) America Seq West Africo Other Total
Proved properties 29,596 $ 3,346 $ 1,601 14 34,557
Unproved properties 2,244 24 84 24 2,376
31,840 3,370 1.685 38 36,933
Less: accumulated depletion and depreciation (2,878 (1,341) [481) [14) {11,714
Net capitalized costs 21,962 $ 2,029 $ 1,204 24 25,219
2005
North North Offshore
imillians of Canadian dollars} America Seq West Africa Other Total
Proved properties 20,886 $ 2,675 3 1365 14 24,940
Unproved praperties 1,372 28 182 13 1,595
22,258 2,703 1,547 27 26,535
Less: accumulated depletion and depreciation {7,993 (1.022) 1294) (t4) 19.323)
Nei capitalized costs 14,265 3 1,681 % 1,253 13 17,212
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COSTS INCURRED IN CRUDE OIL AND NATURAL GAS ACTIVITIES
R _2007 _ I
North North Offshore
imillions of Canadian dollars) America Sea West Africa Other Total
Property acquisitions .
Proved S 55 $ 38 § - $ - $ 17
Unproved 13 1 - - 4
Exploration 239 19 - 1 259
Development 2,173 380 148 - 2,700
Costs incurred $ 2,480 5 362 $ 148 $ 1 $ 2,991
2006
North North Qffshore
{miflions af Conodion dellars) Arnerica Seq West Africa Other Total
Property acquisitions ]
Proved $ 5,627 $ - $ 1 $ - $ 5,628
Unproved N0 - - - 910
Exploration 238 4 1 n 254
Development 2,807 628 133 - 3,568
Cosis incurred $ 9,582 3 632 $ 135 $ N $ 10,360
) 2005
North North Ofishore
millions of Canadian doflars) America Seo West Africa Other Total
Properly aequisitions _
Proved $ (448) $ {3) $ 63 $ - $ {388}
Unproved 210 - (52} - 158
Exploration 360 22 16 5 403
Development 2,386 232 439 - 3,057
Cosls incurred $ 2,508 % 251 5 466 $ 5 3 3,230

RESULTS OF OPERATIONS FROM CRUDE OIL AND NATURAL GAS PRODUCING ACTIVITIES
The Company's results of operations from crude oil and natural gas producing activities for the years ended December 31, 2007, 2006 and 2005

are summarized in the following tables:

N _ _2007 -
North North Offshore

(mnillions of Canadian dolirs] America Sea West Africa Total
Crude oil and natural gas revenue, net of royalties and blending costs s 7,441 $ 1,522 s 709 $ 9672 |
Production 1,642) (432) {94) (2.168)
Transportation {335) 6 m 3521
Depletion, depreciation and amortization {2,359} (340) {165) (2.864)
Asset refirement obligation gecretion _ [(38) (30 (2 7o
Peiraleumn revenue tax - na) - fay
Income tax (997} [282) N2 {1,400)
Results of operations $ 2,070 $ 281 s 326 $ 2,677

B B 2006

North North Offshore

(millions of Canodion dollars) America Sea West Africa Total
Crude oil and natural gas revenue, net of royalties and blending costs $ 5707 $ 1310 $ on $ 7.928
Production {1,436) (390) 106} 1,932
Transportation o (3260 Qs 0 1342
Depletion, depreciation and amoniization o 1,894) [297) {189} (2,380}
Asset retirement obligation accretion 133 131) (2} 168)
Petroleum revenue tax - 234, - (234)
Income fax {706} n72) 172 0.050
Resulis of operafions 5 1,310 % 171 $ L $ 1,922
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L R ) L . e
Narth North Oftshore

tmillions of Canagiion dollars) America Sea West Africa Total
Crude oif and naturat gas revenue, net of royalties and blending costs $ 5727 % 1499 5 _42 5 7698
Production . e . _bhzm 1379) _ X ) | - L
Transportation o R -] I [2@_ N 1 )
Depletion, de;:igegla@p and omomzunon o o ll 58t [306)  no4 1,998
Asset refirement obligation accretion ~ S i S 1< L. | N || N <1
Petroleum revenvetax . R 72 = n72)
Income tax 0.007) {235 mo {1.352)
Results of operafions ] 1,600 $ 353 $ 204 $ 2,157

STANDARDIZED MEASURE OF DISCOUNTED FUTURE NET CASH FLOWS FROM PROVED CRUDE QIL AND
NATURAL GAS RESERVES AND CHANGES THEREIN

The following standardized measure of discounted future net cash flows from proved crude oil and natural gas reserves has been computed
using year-end sales prices and costs and year-end stalutory income tax rates. A discount factor of 10% has been applied in determining the
standardized measure of discounted future net cash flows. The Company does not believe that the standardized measure of discounted future
net cash flows will be representative of actual future net cash flows and should not be considered to represent the fair value of the crude oil and
natural gas properties. Aciual net cash flows will differ from the presented estimated future net cash flows due to several factors including:

s Future produciion will include production not only from proved properties, but may also include production from probable and possible
reserves;

Future production of crude oil and natural gas from proved properties will differ from reserves estimated;
Future production rates will vary from those estimated;
Future rather than year-end sales prices and costs will apply;

m Economic factors such as interest rates, income tax rates, regulatory and fiscal environments and operating conditions will change;

s Future estimated income taxes do not take into account the effects of future exploration expenditures; and

m Fulure development and asset refirement obligations will differ from those estimated.

Future net revenues, development, production and restoration costs have been based upon the estimates referred 1o above. The following

tables summarize the Company's future net cash flows relating to proved crude cil and natural gas reserves based on the standardized
measure as prescribed in FAS 69;

e o S ) 2007 ]
North North Offshore
Imillicns of Canadian dollors] America Sea West Africa Total
Future cash inflows L . _ 5 7,069 $ 30269 $ A $ 259
Future preduction ¢ cosis - L {23,729} (9,316} (2.419) (35,464)
Future devefopmemond csset renremenr obllgmrons o . (7,938} (4,021} 621 N2,580)
Future income taxes {9,508} M,376) 1.978) (22,862)
Future net cash flows L . 29,894 5,556 4,903 40,353
10% annual discount for timing  of future cash flows 13,952) {2,176} (2,505) 18,633)
Standardized measure of future net cash flows $ 15,942 $ 3,380 $ 2,398 $ 21,720
006 L
h T o - o o ' North Norih Offshore
imillions of Canedion dollars) America Sea West Africa Total
Future cash inflows_ % 63368 % 2085 s 7779 5 __ 91962
Future produchon cosls L — 21634 807 @50 _132,228)
Future development and osses retirement obligations D 2.0 <) I M 348) [BZA nzzom
Future income taxes (9.118) 15,623 1,372} (16,113
Future net cash flows o %587 2767 3066 31420
10% annual discount for 1|m|ng of future cash flows Mm. 24 1956] 0,258 (13,428)

Standardized measure of future net cash flows $ 14,373 % 1811 $ 1,808 % 17,992
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__ o e 2005
North North Offshore

{milions of Canadian dollars) America Sea West Alrica Total
Future cashinflows ey 52266 5 19961 5 8,515 $ 80,742
Future production cosis . [ < 1) A (<% ) I -1 ) {25,243]
Future development and asset refirement obligations . 13,916) 13.099) (1,032) {8.047)
Fulure income joxes 10,272] (6,631 (2,092) (18,995)
Future net cash flows ) 20768 4,101 3,588 28,457
10% annual discount for timing of future cash flows [7,793) (1,144) 11,068] (10,005}
Standardized measure of future net cash flows $ 12,975 $ 2,957 $ 2,520 $ 18,452

The principal sources of change in the standardized measure of discounted future net cash flows are summarized in the following table:

i Imillions of Canadion dollars] 2007 2006 2005
‘| Sales of crude ofl and natural gas produced, net of o )
__production costs $ 7150, % {5635 % (5,785)
Net changes in sales prices and production costs _ 7412 {2,420] N,056
: Extensions, discoveries and improved recovery B 1,429 4.769 3,596
I Changes in estimated future development costs 69 (1,885 (9711
Purchases of proved reserves in place 39 2,406 469
Sales of proved reserves in place o - . no3) (2} (130
Revisions of previous reserve estimates 2,380 8 961
Accretion of discount - 2,760 3nz 1.812
Changes in preduction timing and other 508 12,156] 1414
Net change in income jaxes {3,378} 1,270 {4,458}
Nef change 3,728 1460) 7.964
Bafance — beginning of year 17,992 18,452 10,488
Balance - end of year $ 21,720 $ 17,992 % 18,452
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Ten-Year Review

Years ended Decernber 31 2007 2006 2005 2004 2003 2002 2000 2000 1999 1998

FINANCIAL INFORMATION ®

ICdn $ millions, except per share amounts)

Net earnings 2,608 2,524 1,050 1405 1,403 539 639 758 213 31
Per share - basic $ 484 5 470 % 196 $ 262 % 242 $§ 106 % 132 $ 162 3 051 5 008

Cash flow from operations @ 6,198 4,932 5,021 3,769 3,160 2,254 1,920 1,884 724 444
Per share - basic $ N4y 5 918 5 93 $ 703 $ 588 $ 44 5 396 § 404 $ 174 § 112

Capital expenditures, net of dispositions

lincluding business combinations] 6,425 12,025 4,932 4,633 2,506 4,069 1,885 2,823 1,901 610

Balance sheet information

Working capital [deficiency} surplus (1,382} (832) 1,774 1652] (503] n4) 6] 77) 36 58

Property, plant and equipment, net 33,902 30,767 19,694 17,064 13,714 12,934 8,766 7,439 4,679 3,135

Total assets 3614 33,160 21,852 18,372 14,643 13,793 9,290 8,051 4,976 3,329

Ltong-term debt 10,940 11,043 3,321 3,538 2,748 4,200 2,788 2,573 2,157 1,426

Shareholders’ equity 13,321 10,690 8,237 7,324 6,006 4,754 3,928 3,297 1,962 1,317

SHARE INFORMATION ™

Common shares
outstanding ithousands) 539,729 537903 536,348 536,361 534,926 535104 484,804 489,116 445816 399,236

Weighted average shares
outstanding tthousands| 539,336 537,339 536,650 536,223 536,940 511,532 485200 466,804 415624 397,324

Dividends declared
per common share $ 034 % 030 % 024 % 020 % 015 % 013 % 010 % - % - & -

Trading stafistics ™

TSX - C .

Traging volurne phousands 429,034 508,935 537,992 606,024 590,702 619,316 534,976 567412 430,460 410,440

Share Price /shore}

__High $ 8002 $ 7391 % 6200 $ 2758 % 1681 $ 1364 5 1309 5 1405 $ 9465 % 788
Low $ 5245 % 4549 $ 2428 5 1596 § T30 $ 940 $ 898 $ 745 3 495 3 456
Close $ 7258 % 6215 % 5763 % 2563 $ 1634 $ N0 % 958 % 038 $ 88 $ 575

NYSE - US

Trading volume iihousands} 486,266 401,909 251,554 125468 46,916 31,864 20,764 3,172 - -

Share Price s/sharel

__High $ 8707 5 6438 $ 5405 $ 2237 % 1285 $ 872 % B863 3 946 8 - 5 -
Low $ 4456 5 40729 % 1974 % N4 $ 732 5 589 3 570 3 619 & - % -
Close $ 7334 5 5323 % 4962 %5 2139 $ 1261 $§ 742 $ 610 % 688 § - % -

RATIOS

Debt to book capitalization ® 45% 51% 29% 34% 33% 47% 42% 44% 52% 52%

Return on average common
shareholders’ equity, after tax ™ 22% 27% 14% 21% 26% 13% 18% 29% 13% 2%

Daily production before royalties per
ten thousand common shares boerdt 11.3 10.8 10.3 9.6 8.5 8.2 7.4 6.6 50 4.7

Conventional proved and probable
reserves per common sharg tboef 6.3 6.4 48 43 4.0 a3 KR 2.9 24 19

Net asset value
per common sharg ™ $ 6893 § 5641 % 6044 % 3313 $ 2335 $ 1957 % 1688 $ 2054 $ 1233 § 808

{1} Restated to reflect two-for-one share splits in May 2004 and May 2005.

12) Cash flow from operations is o non-GAAP measure thel represents net earnings adjusted for non-cash ilems before working capital adjustments. The Company evaluates its
perfarmance based on cash flow from cperations. Cash flow from operations may not be comparable to similor measures used by other companies.

(3) Refer to the “Liquidity and Capital Resources” section of the MD&4A far the definiions of these ilems.

(4] Based upon constant dellar Company gross reserves (before royalties), using year-end commeon shares outstanding.

(5] Based upon 10% discounted, forecas! price pre-fax proved and probable nef present volues as reported in the Company’s AIF for conventional reserves, with $250/acre odded for
core undeveloped land in 2005, 2006 and 2007, $75/acre for all years prio, less long-ferm debt and adjustments for working capital. Refer fo the ~Yeor-£nd Reserves” sedtion of
the Annual Report.
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Years ended Decemnber 31 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998
OPERATING INFORMATION o o
Conventional crude oil and NGLs immbbl, constant prices and costs}
Company gross proved reserves o e
{before royalties! o
North America 1,084 1,043 785 695 672 665 644 643 554 284
North Seq an 299 290 303 222 203 83 102 - -
Offshore West Africa 148 145 148 125 106 94 61 36 - -
1,543 1,487 1,223 1,123 1,000 962 788 781 554 284
Company gross proved and
__probable reserves ibefore royolties) B .
North America 1,806 1,753 1,154 992 977 742 740 731 640 380
North Seo 406 421 17 415 37 277 106 134 - -
Offshore West Africa 218 223 230 214 187 162 M 46 - -
2,430 2,397 1,801 1,621 1,481 1,18} 957 91 640 380
Conventional natural gas ibe!, constant prices and costs!
Company gross proved reserves
{before royalties)
North America 4,275 4,507 3,378 3,202 3,006 3,048 2,566 2,360 2183 1,901
Norih Seq 81 37 29 27 62 71 94 91 - -
Offshore West Africa 79 69 83 81 86 20 69 65 - -
4,435 4,613 3,490 3,310 3154 3.209 2,729 2,516 2,183 1,801
Company gross proved and
__probable reserves tbefore royalties) . _
North America 5,582 5.898 4372 4100 36N 3,450 2,915 2762 2,547 2,211
North Seq n3 93 69 57 101 89 118 114 — -
Offshore Wes! Africo 109 121 127 102 m 120 96 84 - -
5,804 6,112 4,568 4,259 3,823 3,659 3,129 2,960 2,547 2,211
Total proved reserves
{before royalties] tmmboet 2,282 2,256 1,804 1,674 1,526 1,497 1,243 1,200 918 601
Total proved and probable reserves
ibefore royalties) immboe) 3,397 3,416 2,562 2,330 2,118 1,791 1,479 1,404 1,065 749
Qil sands, mining (mmbbl, constant prices ard cosis!
Gross lease proved and probable reserves
ibefore royalties)
Bitumen 3,525 3,530 3,430 - - - - - - -
Synihetic crude oil " 2,958 2,962 2,878 - - - - - - -
Daily production [before royalties)
Crude oil and NGLS impbl/di
North America 247 235 222 206 175 169 167 155 87 76
Naorth Sea 56 60 68 65 57 a9 36 V7 - —
Qffshore West Africa 28 37 23 12 10 7 3 2 - -
3N 332 313 283 242 215 206 174 87 76
Natural gos immd/d)
North America 1,643 1,468 1,416 1,330 1,245 1,204 906 793 721 673
North Sea 13 15 19 50 46 27 12 1 - -
Offshore West Africa 12 9 4 8 8 1 - - - -
1,668 1.492 1,439 1.388 1,299 1,232 918 794 721 673
Total production
(before royaltias) imboe/d) 609 581 553 514 459 421 359 306 207 188
Product pricing
Average crude oil
and NGLs price ts/bb) 55.45 53.65 46.86 37.99 32.66 31.22 23.45 31.89 22.26 11.98
Average nalural gas price s/mch 6.85 6,72 8.57 6.50 6.21 3.77 545 492 2.52 2.1

{11 5CO reserves are based upon upgroding of the bitumen reserves, The reserves shown for biturmen and SCO are net odditive.
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CORPORATE GOVERNANCE

Canadian Natural's corporate governance practices and disclosure of those practices
are in compliance with National Policy 58-201 “Corporate Governance Guidelines” and
National Instrument 58-101 “Disclosure of Corporate Governance Practices”. Canadian
Natural, as a “foreign private issuer” in the United Stales, may rely on home jurisdiction
fisting standards for cormpliance with most of the New York Stock Exchange {"NYSE”)
Corporate Governance Listing Standards but must disclose any significant differences
between its corporate governance practices and those required for US companies
listed on the NYSE.

Toronto Stock Exchange (“TSX*) rules provide thal only the creation of or material
amendmenis to equity compensafion plans which provide for new issuance
of securities are subject to shareholder approval. However, the NYSE requires
shareholder approval of all equity compensation plans and material revisions to such
plans. Canadian Natural follows TSX rules with respect 1o shareholder approval of
equity compensation plans.

Canadian Natural has included as exhibits 1o its Annual Report on Form 40-F for the
2007 fiscal year filed with the United Siates Securities and Exchange Commission
certificates of the Chief Executive Officer and Chief Financial Officer certifying the quality
of its public disclosure.
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